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BY THE COMMISSION: 

I. INTRODUCTION 

On September 26, 2007, Chaparral City Water Company, Inc. (“Company” or “CCWC’7) filed 

with the Arizona Corporation Commission (“Commission”) an application for a rate increase, based 

on a test year ended December 3 1,2006. 

On October 26, 2007, the Commission’s Utilities Division (“Staff’j filed a letter stating that 

the application was found sufficient and classifying the Applicant as a Class A utility. 

On November 19, 2007, the Residential Utility Consumer Office (“RUCO”) filed an 

Application to Intervene. 

By Rste Case Procedural Order issued November 30, 2007, a hearing was set on the 

application to commence on July 8, 2008, associated procedural deadlines were set, and intervention 

was granted to RLJCO. 

On December 19,2007, the procedural schedule set by the initial Rate Case Procedural Order 

was modified as requested by the Company, with the hearing set to commence on July 21,2008. 

On January 22, 2008, a Procedural Order was issued granting a January 3, 2008, motion by 

Staff to suspend the timeclock in this proceeding, until the Commission’s final order in Docket No. 

W-02113A-04-0616, a pending matter in which the rates of Chaparral City Water Company, Inc. 

were also being considered. The parties were ordered to continue to conduct discovery and case 

preparation to the greatest extent possible during the duration of the continuance in order to minimize 

any delay in implementation of new rates pursuant to this application. 

By the Second Amended Rate Case Procedural Order issued on July 24, 2008, the hearing 

was set. to commence on December 8, 2008. The Second m e n d e d  Rate Case Procedural Order set 

the deadline for internenor direct testimony at September 30, 2008, and the deadline for intervenor 

surrebuttal testimony at November 18,2008. 

On September 15, 2008, Pacific Life Insurance Company dba Eagle Mountain Golf Club 

(“Pacific Life”), a commercial customer of CCWC, filed a Motion to Intervene, which was granted 

by Procedural Order issued September 26, 2008. 

2 DECISIONNO. 71308 . . 
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On September 30, 2008, a Procedural Order Ex.tending Filing Deadlines was issued. 

Extending the deadline for intervenor direct testimony to October 3, 2008, and extending the deadline 

for intervenor surrebuttal testimony to November 20: 2008. 

RUCO and Staff filed direct testimony on September 30, 2008, and October 3, 2008. 

respectively. 

On October 24,2008, Staff filed a Notice of Filing of Meeting on Settlement, and on October 

28,2008, Staff filed a Corrected Notice of Filing of Meeting on Settlement. 

On October 3 1,2008, the Company filed its rebuttal testimony. 

On November 12, 2008, Pacific Life filed a Notice of Appearance of Counsel, indicating a 

:hange of counsel. 

On November 21, 2008, Staff filed a Notic,e of Witness Substitution and Request for 

Procedural Order. Staff requested that it be allowed to file substitute witness Mr. Parcell‘s surrebuttal 

testimony on cost of c.apita1 on December 3, 2008, and requested a date certain of Deceinber 15. 

2008, for Mr. Parcell’s live testimony. 

On November 24, 2008, the Company filed its Response objecting to Staffs November 21, 

2008 filing, and on November 26,2008, Staff filed a Reply to the Company. 

On December 2, 2008, a Procedural Order was issued granting Staffs request to file the 

surrebuttal testimony of its substitute witness on December 3, 2008, and indicating that the dates 

;ertain requ-ested by Staff for presentation of its expert witness were not available for hearing, but 

:hat a suitable schedule for proceeding with the parties’ presentation of their cases on cost of capital 

Nould be discussed at the prehearing conference scheduled for December 5 ,  2008. 

The prehearing conference vias held as scheduled. The Company, RUCO and Staff appeared 

.hrough counsel. Pacific Life did not enter an appearance. The Company stated an objection to 

Staffs substitute witness Parcell’s prefiled surrebuttal testimony, and the objection was discussed. 

Staff agreed to make a filing regarding Mr. Parcell’s adoption of Staff witness Mr. Chaves’ 

:estimony. A date for Mr, Parcel1 to appear for cross-exanlination was discussed, but not determined, 

luring the prehearing conference 

On December 8, 2008, the hearing convened as scheduled and public comment was taken. 

3 DECISION NO. 71308 
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The Company, RUCO and Staff appeared through counsel, presented evidence and cross-examined 

witnesses on all issues with the exception of cost of capital and rate of return. Pacific Life did not 

tppear. The hearing was recessed on December 10, 2008, and reconvened on January S, 2009, for 

he purpose of taking evidence on the bifurcated issues of cost of capital and rate of return. The 

iearing concluded on January 9,2009. 

The parties subsequently submitted closing and reply briefs which were bifurcated in the same 

nanner as the he.aring, with the final round of reply briefs filed on February 27, 2009. 

In its reply brief on the issue of cost of capital, Staff requested that in light of the Company’s 

,estating of arguments regarding the methodologies employed in Decision No. 70441; in order to 

lave a camplere record in this case, that either Staffs restimony in the proceeding leading to 

Iecision No. 70441 (“Remand Proceeding”) be admitted as a late-filed exhibit, or that administrative 

iotice be taken of the complete record of Docket No. W-02113A-04-0616. Due to the continuing 

itigaiion on the issue of an appropriate fair value rate of return (“FVROR‘) methodology, 

idministrative notice is taken of the complete record of Docket No. W-02113A-04-0616. 

On February 18, 2009, Staff docketed an update lo its February 10,2009, Motion to Compel.’ 

;taff indicated that Staff and the Company had agreed t.0 extend the time period in which the 

:ompany has to respond, pending the outcome of ongoing negotiations to re.solve the Motion to 

:ompel. 

On March 4, 2009., the Company filed a Notice of Filing Late-Filed Exhibit. The exhibit 

tttached thereto is a rate case itemization spreadsheet showing a total for January 2007 - December 

!OOX. 

On June 3, 2009, a Procedural Order was issued directing Staff to file, by June 12, 2009, an 

ipdate regarding its Motion to Compel and the progress made in its discovery regarding the CPUC 

nvestigation. The Procedural Order further directed that the update include a recommendation 

,egarding an appropriate procedural means of addressing the CPUC investigation issue, including 

‘The Motion to Compel is related to an ongoing investigation by Staff. On January 5, 2004, Staff filed a Notice of Filing 
Legarding Investigation. The Notice stated that the California Public Service Commission (“CPUC”) had contacted Staff 
egarding a CPUC investigation of Golden States Water Company (“Golden States”), an affiliate of CCWC. The CPUC 
:ad alerted Staff that in the course of a CPUC investigation into Golden States, the CPUC had discovered information 
elating to CCWC that it thought would be of interest to Staff. 

4 ._ 
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whether it should be addressed in this docket, and djrected the Company, Pacific Life and RUCO to 

file responses. 

On June 11: 2009, Staff filed a Request for Extension of Time, requesting that it be allowed to 

file its update by June 19, 2009. 

On June 12, 2009, the Company filed a Response in Opposition to StafFs Motion for 

Ext.ension of Time. Therein: the Company stated that it had offered to stipulate to either (1 j keep this 

docket open, pending conclusion of Staffs review of the CPUC investigation documents and a 

determination of whether any hrther proceedings or relief are warranted, or (2) to open a new docket 

for the same purpose, but that Staff had not definitively responded to the stipulation offer. 

0.c June 17, 2009, RUCO filed a Response to Staff’s Request for Extension of’Timr. 

On June 17, 2009, B Procedural Order war; issued granting Staff a me-week time srtcnsion, 

and extending the time for filing responses thereto. 

On June 19. 2009, Staff filed its Update and Repiy to Chaparral City Water Company’s 

Response. Staff stated that oltimately, Staff and the Company had resolved their discovery dispute 

through the exmution of a protective agreement, upon which the Company provided Staff with over 

15,000 pages of documents. Staff stated that its investigation is ongoing, and that Staff had not yet 

determined whether the Company’s activities rise to the level of impropriety or wrongdoing or 

impact the Company’s rates or this pending rate case. Staff stated that it had retained an outside 

:.onsultant to assist in Staffs review of the documents and to determine whether any alleged 

improprieties have impacts for this rate case. Staff stated that it found the Company’s stipulation 

proposal acceptable, as long as all parties acknowledge that rates could be modified if the 

investigation yields circumstances whic.h would warrant such action. 

On June 23; 2009, RUCO filed its Response to Staffs Update Regarding the CPUC 

[nvestigation. RUCO agreed with Staff tha.t there had been insufficient time to review and analyze 

:he documentation which the Company produced on March 10, 13 and 16; 2009. RUCO stated that it 

lid not object to having this matter proceed, but with the docket remaining open subjec.t to 

reconsideration in the event that the investigation by Staff, RUCO, or the CPUC reflects impropriety 

by Chapmal or its parent, officers or employees. 

5 71308 DECISION NO. - -. 
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On June 25, 2009, the Company filed a Response to Staffs Update. The Company asserted 

hat there is no reason to delay rate relief, and requested the issuance of a decision in this matter as 

soon as possible. 

This matter was subsequently taken under advisement, and a Recommended Opinion and 

Drder was submitted for the Commission’s consideration. 

[I. APPLICATION 

CCWC, a California corporation in good standing in Arizona, is an Arizona public service 

:orporation that holds a Certificate of Convenience and Necessity (“CC&N’) authorizing it to 

?i-ovidc watcr utility service within a service territory that is located in the northeastern portion of the 

’hoenix metropolitan area, in the Town of Fountain Hills and in a small portion of the City of 

jcottsdale.’ During the test year, CCWC served 13,333 customers, including 12,43 1 residential, 375 

:ommercial and 442 iirigation  customer^.^ CCWC. is in compliance with all federal, state, county 

md Commission  requirement^.^ 

On September 26, 2007, CCWC filed this rate increase application with the Commission 

lased on a test year ended December 31, 2006. CCWC is currently charging rates approved in 

kcision No. 68176 (September 30, ZOOS), as modified by Decision No. 70441 (July 28,2008): based 

in a test year ending December 3 1, 2003. The Company is requesting a gross revenue increase of 

62,852,353, which is an increase of 38.01 percent over test year revenues of $7,505,010.5 The 

2ompany’s requested revenues are based on its proposed rate of return of 9.96 percent on a fair value 

.ate base (“FVRB”) of $27,751,113. The Company’s FVRB is derived from a 50/50 weighting of an 

3riginal Cost Rate Base (“OCRB”) of $22,647,882, and a Reconstruction Cost New Rate Base 

:‘RCND”) of $32,854,345. The Company proposes adjusted test year revenues of $7,505,010 and 

.est year operating expenses of $7,646,730. 

. .  

Direct Testimony of Company witness Robert N. Hanford (Exh. A-1) at 3-5. 
Direct Testimony of Company witness Thomas .I. Bourassa (Exh. A-3j, Schedule H-2 at l .  

These figures are from the Company’s Amended Final Schedule A-I .  The Application originally sought a $3,063,400 
’ Direct Testimony of Staffwitness Marlin Scott, Jr. (Exh. S-1) at 5-6. 

ncrease in its revenue requirement, an increase of 4 I ,  14 percent over test year revenues. 
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111. K4TE BASE ISSUES 

A. Treatment of the FHSD Settlement Proceeds 

The Fountain Hills Sanitary District (“FHSD’) provides wastewater collection and treatment 

for most of CCWC’s service area. FHSD needed to cnnstruct an Aquifer Storage and Recoverq- 

:‘ASP) well in the vicinity of the Company’s Well No. 9.6 While CCWC’s primary water supply is 

imported Colorado River water, which is delivered by means of the Central Arizona Project 

:‘‘C.4P”),7 the Company blended CAP water with water from its Well No. 9 and two other wells.* 

Ihe Company and FHSD entered into negotiations on a well exchange agreement, under which 

FI-1SD would supply CCWC with a new well similar in production and water quality to Well No. 9.’ 

FlISD was unab!.e to drill a well that yielded results satisfactory to the Company, and in January 

2005, the parties entered a Well Transfer Agreement under which FHSD paid CCWC: %:.52 million 

in consideration for CCWC ceasing use of Well No. 9 and Well No. 8 (a non-potable well), and 

X W C  giving FHSD an option to purchase the real property on which Well No. 8 is located.” 

The Company proposes to treat the proceeds of the settlement in a manner that shares the. 

xnefit equally between ratepayers and shareholders.” The Company relied on the Commission’s 

Ireatment of the Pinal Creek Group Settlement (“PCG Settlement”) issue in Decision No. 66849 

:March 19, 2004) as a guide for its proposal in this case.I2 CCWC contends that it acted in the public 

nteresr by protecting its interests and those of its ratepayers by turning two aged wells, one of which 

,vas never in service, into cash and seeking to share those proceeds with its ratepayers.13 At the 

iearing, Staffs witness stated that for policy reasons, Staff agrees with the Company that the 

;ettlement proceeds should be shared equally between the shareholders and ratepayers so long as the 

Zompany shares the proceeds equally with the ratepayers in the event the wells are ~ 0 l d . l ~  The 

Direct Testimony oiCompany wimess Roberr N. Hanford (Exh. A-1) at 10; Tr. at i 18. 
id. at 3-5. 
Id. at3;Tr.at 101. 
‘Id. at I O .  
’ Id. ’ Id. at 10-1 1; R.ebuttal Testimony of Company witness Thomas J. Bourassa (Exh. A-5) at 13-15; Rebuttal Testimony of 
3ompany witness Robert N. Ilanford (Exh. A-2) at 1-4. 
* Company Brief at 7; C.ompany Reply Brief at 9. The PCG Settlement is discussed at pp. 32-37 of Decision No. 66849. 
3 Company Reply Rrief at 9. 

Tr. at351-52. 4 
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Company is willing share the gain with ratepayers in the event the wells are ever sold.15 

RUCO disagrees with the Company’s proposal, and recommends that the Company be 

required to distribute the $1.52 million settlement proceeds to ratepayers minus ?he associated legal 

fees.I6 While the Company argues that disallowing the sharing of the FHSD proceeds would serve as 

a disincentive to utilities to pursue litigation or settlement to protect assets,” RUCO responds that in 

some cases; sharing of settlement proceeds may be appropriate, and that it does not object to the 

Company recovering its legal expenses associated with the settlement in this case.]* RUCC! disagrees 

with Staffs position on this issue, contends that Staffs change in recommendation for policy reasons 

dtiring the hearing is not supported by testimony or evidence,” and argues that the prefiled testimony 

of Staft’s wiiness, entered into the record prior to Staffs changed position on the issue at the hearing, 

S U ~ ~ O I ~ S  its positioc.20 RUCO asserts that the FHSD settlement proceeds should be allocated 100 

percent to CCWC’s ratepayers because Well No. 8 and Well No. 9 were constructed over 36 years 

ago, have been fully depreciated, and have no impact on rate base in this case.21 RUCO contends that 

the Company has fully recovered the cost of the wells and received a reasonable return thereon, and 

therefore is not entitled to any of the settlement proceeds,2z RUCO argues that 100 percent of the 

settlement proceeds should go to ratepayers, because, according to RWCO, the FHSD settlement 

proceeds compensate CCWC for an equivalent cost of water to replace the amount Well No. 9 would 

have produced over the remainder of its useful life, and RUCO believes ratepayers will have to pay 

100 perc.ent of the cost of replacement water.23 RUCO contends that this FHSD issue is 

distinguishable from the PCG Settlement issue, because “there is no evidence in Decision No. 66849 

that rhe Company fully recuperated its investment of and on the contaminated wells.”24 RUCO also 

contends that this FHSD issue is distinguishable from the PCG Settlement issue, because Arizona 

Rebuttal Testimony of Company witness Robert N.  Hanford ( E A .  A-2) at 3-4; Tr. at 352.53. 

Company Brief at 10. 

RUCO Reply Brief at 10-1 1. 

IS 

l6 RUCO Brief at 9. 

’* RUCO Brief at 9. 

’’ RUCO Brief at I O ;  RUC.0 Reply Brief at 8-9, citing Tr. at 416-17 and Direct Testimony of Staff witness Marvin E. 
Millsap (Exh. 5-2) at 13 
’I RUCO Brierat 8; Exh R-10 (Company Response to Staff Dat.a Rsquest MEM 7.3). 
n RUCO Brief at 8. 
‘j Id. 
’.‘ ~d at 9. 

I? 
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Water received replacement water and wells in that case.” 

As RUCO points out and the Company admits, Wells 8 and 9 are h l l y  depreciated. The 

Company and its shareholders have received the full return of and on their investment in Wells 8 and 

9 and are entitled to no more. We are cognizant. however, that the Company spent $30,000 in 

attorneys’ fees and costs in pursuing the resolution with the FHSD. We hereby grant $30,000 of the 

proceeds to the Company for pursuing the matter on behalf of ratepayers and allocate the remaining 

settlement proceeds to the ratepayers. 

B. Treatment of the Additional CAP Water Allocation Acquisition Cost 

At the end of the test year, the Company had a CAP water allocation allowing it lo take up to 

6,978 acri.-.t’eet of‘ Colorado River water a ~ ~ i u a l l y . ~ ~  Under that contract, the Company also bas the 

iight to buy excess C,4P water,” and has exercised that right in each of the last two years.2a .4s a 

resul: of the Arizona Water Settlement Act of 2004, CCWC. had an opportunity lo purchase an 

additional CAP allocation of 1,931 acre-feet per year.” CCWC states that when presented with the 

opportunity, it considered the unavailability of additional C.4F‘ water and other renewable water 

supplies, and paid $1.28 million for the additional CAP allocation in December, 2007.30 As with its 

first CAP allocation, its contract for the additional CAP allocation requires the Company to pay 

innual Municipal and Industrial (“M&I”) capital charges based on the size of the additional CAP 

illocation, and to pay purchased water charges based on annual water use.3’ 

’artieu’ Positions 

CCWC states that i t  acquired the additional CAP allocation to ensure its long-term water 

iupply, including an increase to its drought buffer from both intrastate and interstate demand for 

lolorado River water supply,32 and io reinforce and continue its reliance on renewable water 

; ~ p p l i e s . ~ ~  CCWC contends that full cost recovery is warranted because the additional CAP 

‘5 Decision No. 66849 at 34. 
’’ Direct Testimony of Staff Witness Marlin Scort, Jr. (Exh. % I ) ,  Engineering Repon at 11. 

Tr. at 140-141. 
Company Brief at 10, fn 36 and Exhibit I 
Direct Testimony o f  Conipany witness Robert N. Hanford (Exh. A-1) at 5. 
Company Brief at I O .  
Direct Testimony of Company witness Thomas J. Bourassa (Exh. A-3) at 16 and Schedule C-2, page 6. 
Rebuttal Testimony of Company witness KoberlN. Hanford (Exh. A-2) at 6 
Direct Testimony ofCompany witness Robert N. Hanford (Exh. A-I) at 5-7. 
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allocation was offered only in a fixed amount and was a one-time only opportunity at a fixed price.34 

CCWC contends that the Colorado River is already overcommitted as a water s o m e ,  and future 

reductions in CAP water deliveries are a real pos~ ib i l i t y .~~  CCWC asserts that i t  must plan for its 

water supply needs not only for the nexi. year, but for the next several decades and longer.36 CCWC 

belicves that the acquisition of the additional CAP allocation should be viewed as an "indivisibie 

whole" that produces benefits to the ratepayers that could not have been obtained had the Company 

not paid the $1.28 million acquisition price, and that the entire acquisition cost is therefore used and 

useful. j 7  

Staff is ir. agreement with the Company that the entire acquisition cost of the additional CAP 

illocation should be included in rate base, classified as a plant-in-service component of Land and 

Land Rights, md not subject to am~r t i za t ion .~~  In its Engineering Report on the application, Staff 

found that approximately half the requested additional 1,931 acre-feet per year CAP allocation (966 

me-feet) would be used and useful within a five-year timefran~e.~' Based on that determination, 

Staff is recommending that the Company be allowed recovery of 50 percent of the associated annual 

M&I charges4' Staff contends that the full allocation should be included in rate base at this time, 

however, because reallocation of CAP water occurs infrequently, and CAP water is oversub~cribed.~' 

Staff states that it is imperative to secure an additional CAP allotment when it becomes available, and 

ielieves CCWC acted prudently in the $1.28 million purchase of the additional CAP allocation, 

7ased on the combination of two factors: the CAP reallocation opportunity was for all or nothing of a 

fixed amount, and the additional CAP allocation will allow CCWC to limit or eliminate the use of 

groundwater to serve its customers. 42 

Company Briefat 11. '4 

is Company Briefat 12, citing Tr. at 131-133. 
IC Id. 
"Company Briefat 12-13. 

Staff Brief at 3, Direct Testimony of Staff witness Marvin E. Millsap (Exh. S-2) at 15-18; Company Briefat 1 1 ,  
Direct Testimony of Staff witness Marlin Scott, Jr. (Exh. S-I) al ii, and Engineering Report at 1 1 .  
Direct Testimony of Staff witness Marvin E. Millsap (Exh. S-2)  at 27-28. As discussed in the Operating income io 

;ection below, the Company agrees with the operating expense treatment, and RUCO agrees that M&I expenses should be 
illowed in an amount commensurate with the portion of the additional CAP allocation that is determined to be used and 
1sefuI. 
" Staff Brief at  3, citing Direct 'Testimony of Staff witness Marvin E. Millsap (Exh. S-2) at 18. 
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RUCO disagrees with the recommendations of the Company and Staff, and makes several 

rguments against inclusion of the additional CAP allocation in rate base. RUCO argues that the 

dditional CAP allocation should not be put in rate base at all, because doing so would allow the 

:ompany to expand its service area as requested in Decision No. 68238 (October 25, 2005) for the 

enefit of the State Land Department or a developer at the expense of current  ratepayer^.^' RUCO 

rgues that if the Company needs a drought buffer, it should “work more diligently to resolve its 

mg-standing water loss issue.”44 RUCO contends that Staffs growth projections are unreliable:’ 

nd that the Company‘s demand estimates do not support placing 100 percent of the additional CAP 

llocation in rate base.4h RUCO states that its witness’ accounting analysis opinion is that the current 

scd and useful portion ofthe additional CAP allocation ‘:is only about in the single digits.”“ XUCO 

:commends, however, that .‘[i]f the Commission determines that some measure of tlrc additional 

X P  allocation is needed for a droughr buffer . , . RUCO’s revised recommendation is that no more 

ian 35% of  the additional CAP allocation be treated as land and land rights in R non-depreciable 

~ c o u n t . ” ~ *  RUCO’s arguments are addressed below. 

)ecision -68238 Order Preliminary 

RUCO advances an argument that the additional CAP allocation should be totally excluded 

:om rate base, because putting it in rate base “would allow the Company to expand its service area 

ir the benefit o f  the State Land Department or a developer at the expense of current  ratepayer^."^^ 
.iJCO is referring to Docket No. W-02113A-05-0178. On October 25, 2005, Decision No. 63238 in 

iat dockrt granted CCWC an Order Preliminary for a Final Order granting an extension of CCWC’s 

!C&N to include approximately 1:?00 acres of state trust land located north of the Town of Fountain 

[ills, immediately ad.jacent to the Company’s existing CC&N area.” The Staff Engineering Report 

1 this case notes that one o f  the requirements Decision No. 68238, imposed for the issuance of a 

R X O  Reply Brief at 2. 
id at 7. 
Id. at 3-4. 
Id. at 5 .  
Id at 7, citing Tr. at 301.02. 
Id. at 7. 
Id. at 2. 
Decision No. 70608 (November 12, ZOOS) extended the deadline for compliance with the Order Preliminary deadlines 

Ltablished in Decision No. 6823s to April 25, 2010. 
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Final Order in that docket is for CCWC to demonstrate sufficient water source capacity for its water 

system.” KUCO charges that the additional CAP allocation at issue in this case is needed not for the 

surpose of satisfying the demands of current customers, but instead to provide a 100-year assured 

qJater supply to permit the sale of the state trust land to a private subdivision developer.52 RUCO 

irgues that the Order Preliminary indicated that the Company had sufficient source and storage 

xpacity to serve up to 18,000 customers,53 and is concerned that ratepayers will bear the full cost of 

:he additional CAP allocation “while the true beneficiaries, the subdivision developer and/or the 

State, receive the benefit.”s4 

According to the Company, its request for inclusion of the additional CAP allocation 

icquisition COSTS in rate base was not based on benefiting a subdivision developer.s5 In response to 

il!CO’s argument regarding the Order Preiiminary requirements, the Company states that. in the 

went the property covered by the Order Preliminary is developed at some future date, current 

:ustomei-s would actually benefit from the potential expansion, both from the increase of the 

:ustomer base over which the Company recovers its cos1 of service, and from the collection of hook- 

ip fees &om new c ~ s t . o m e r s . ~ ~  StafFs witness testified that the Order Preliminary’s requirement that 

he Company demonstrate an adequate water supply in order to receive a Final Order was only one 

tem Staff considered in looking at whether the Company’s acquisition of the additional CAP 

illocation was pr~dent . ’~  The witness emphasized that Staffs main consideration in its prudence 

Direct Testimony of Staff Witness Marlin Scott, Jr. (Exh. S I ) ,  Engineering Report at 1 I .  Decision No. 68238 orders 

“IT IS FURTHER ORDERED that, prior to issuance of a Final Order, Chaparral City Water Company, 
lnc. shall be required to demonstrate to the satisfaction of thc Conimission’s Director of Utilities that 
the Company is able to meet the water production needs for its system, PWS No. 07-017, for both its 
current customer base as well as expected demand for the proposed extension area. Sufficient capacity 
may be demonstrated by tiling with Docket control a list of pending or future water sources, their 
anticipated production capacity in gallons per minute, and a time schedule for ADEQ approval of 
construction and operation.” 

1 

he following: 

kcision No. 68238 at 8. 
’ KUCO Reply Brief at 1-2, citing Decision No. 68238 at 3, fn 2. 

ource and storage capacity to serve up to 18,000 customers.“ Decision No. 68238 at 3 ,  Findings of Fact No. 6. 
‘ RUCO Reply Briefat 3 .  
’ Company Reply Brief at 13-1; see also Direct Testimony of Company witness Robert N.  Hanford (E,xh. A - I )  at 5-7; 
:on?pany Brief at 12: citing Tr. at 131-133. 

RUCO Reply Brief at I .  Decision No. 68238 states that “Staff indicated that Chaparral City currently has sufficient i 

Company Reply Brief at 14 
Tr. a1 337. 

6 
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analysis was ADWR’s requirement that the acquisiiion be an all or nothing p~rchase.’~ 

RUCO did not raise this issue in its prefiled testimony in this case, and therefore the factual 

record on the issue is limited. As stated above, Decision No. 68238 is an Order Preliminary, and not 

1 Final Order. No request for a Final Order has yet been filed, and it therefore remains to be seen 

whether a Final Order will be considered in Docket No. W-02113A-05-0!78. It is rhzrefore 

inappropriate to base a determination on whether to allow rate base recovery of the additional CAP 

illlocation acquisition cost on the existence of that docket. We agree with the Com.pany that 

qardless of  the outcome in Docket No. W-02113A-05-0 178, all its customers will benefit from the 

ddiiional CAP allocation. 

>naccounied.-Eor Water 

While RUCO recommends inclusion of 35 percent of the addjrional CAP allucation in rate 

3ase as a drought buffer if needed, RUCO simultaneously arguzs thai if the Company needs a drought 

mffer, i t  should “work more diligently to resolve its long-standing water loss issue.”59 RTJOO states 

:hat in 2007, the Company reported unaccounted-for water of 1,030 acre-feet, or 14 percent6’ as a 

:esult of metering inaccuracies either at the homes of ratepayers or at the CAP canal.“ RUCO does 

iot agree with Staff the fact that the Company’s current CAP allocation was exceeded in 2006 shows 

!, need for the additional CAP allocation.62 RUCO argues that “if the Company accounted for the 

water in excess of the acceptable loss standard (IO%), the Company would have an additional 4% or 

3 15.5-pIas acre-feet available to satisfy the needs of its customers” and “[ilf the Company accounted 

’or unaccounted water there would be no nzed for additional CAP allocation for drought buffer.’‘6J 

<UCO’s position faiis to take into account that, as RUCO ackn~wledges ,~~  the Company’s test year 

maccounted-for water was not due to “water loss,” i.e., leaks, broken mains or maintenance issues. 

The non-account water issue is likely to be the result of a faulty CAP meter, an issue that the 

E Id 
RUCO Reply Brief at 7. ’ RUCO Brief at 5 ,  citing to Tr. at 62. 

’ Id at 5-6, citing to ‘Tr. at 67, 320. 
RUCO Reply Brief at 6. referring to Direct Testimony of Staff witness Marlin S c ~ t t ,  Jr. (Exh. S-1). Engineering Report 

It 11. 
’ RUCO Reply Brief at 6. ‘ KIJCO Brief at 5-6. 
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I‘ompany is working to resolve with the Central Arizona Water Control Staffs 

mgineering witness testified that CCWC is well-operated, well-maintained and well-managed, and 

hat CCWC is not ignoring water loss issues.66 As the Company points out, resolution of the likely 

:ause of the unaccounted-for water, a faulty CAP meter, will not result in any additional wet water 

or  the Company to serve its  customer^.^' We agree with the Company on this point, and find that 

IUCO’s arguments regarding unaccounted-for water do ‘not justify excluding the additional CAP 

illocation from rate base. 

Staffs Engineering witness states that the Company is aware of its 15.9 percent unaccounted- 

b r  wateriwater loss amount, and that the Company informed Staff it will be installing its own CAP 

Natcr meter at its Shea Water Treatment Plant to determine whether the CAP i.ntake meter is 

iccurately registering.68 Staff recommends that the Conipany begin a 12-month monitoring exercise 

)f its water system after the Company completes its o m  CAP water meter installation.6y Staff 

ktther recommends that the Company docket the results of the system monitoring as a compliance 

tem in this case by March 1, 2OlO.” Staff recommends that if the reported water loss for the period 

kom February 1,2009 through February 1, 2010 is greater than 10 percent, the Company be required 

o prepare a report containing a detailed analysis and plan to reduce water loss to 10 percent or less, 

)r alternatively, if the Company believes it is not cost effective to reduce water loss to less than 10 

mcent, the Company should be required to submit a detailed cost benefit analysis to support its 

)pinion.’’ Staff recommends that the Company be required to docket the report or alternative cost 

ienefit analysis, if required, by April 30, 2010, as a compliance item for this proceeding for review 

ind certification by Staff, and that in no case should water loss be allowed to remain at 15 percent or 

geater.” Staff’s recommendations on this issue are reasonable and will be adopted. 

. .  

” J r .  at 38, 127-131 
Tr. at 312,: 19. 
Company Reply Brief at 13, citing Tr. at 130-31. 
Direct Testimony of Staff Witness Marlin Scott, Jr. [Exh. S-I) at i. 
Direct Testimony o f  Staff Witness Marlin Scott, Jr. (Exh. S I )  at i. 
Id. 

16 

17 

is 

i9 

I ’  Id. 
‘ I  Id. 
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Need for t m d i t i o n a l  CAP Allocation 

RUCO contends that CCWC’s current water supplies, without the additional CAP allocation, 

are sufficient to meet the Company’s its current and future demand.73 At the same time, RUCO 

argues that if it is determined that some measure of the additional CAP allocation is nee.ded to 

provide a drought buffer in the event of future curtailments of CAP water, only the used and useful 

portion of the additional CAP allocation should be included in rate base,74 and that a current absence 

of growth in CCWC’s service area and CCW-C’s unaccounted-for water should he considered in 

determining the amount of the additional CAP allocation that is used and RUCO 

recommends that “no more than 35%” of the additional CAP allocation be treated as Staff’ and the 

Compacy p:~pose.’~ RUCO contends that the Company‘s demand estimates do not support placing 

io0 percent of the additional CAP allocation in rate base,77 arguing on brief that “by Mr. Hanford’s 

~p!imisfc estimates, I E. 17% of the additional CAP allocation will be needed by 201 0 and 3 1.43% by 

?016.”’’ KUCO also expresses disagreement with Staffs projections, arguing that the growth 

projections Staff relied on in its determination that 50 percent of the additional CAP allocation is 

used and useful do not consider current economic circumstances in the Company’s service territory.” 

RUCO argue.s that to reach Staffs projections, CCWC would have to establish 334 new accounts per 

!ear from 2007 through 2011,*@ but provided no alternative growth projections or evidence to 

jupport its claim other than the accounting analysis opinion of RIJCO’s witness that the current used 

ind useful portion of the additional CAP allocation “is only about in the single digits.”” RUCO’s 

.ecommendation on this issue that “no more than 35 percent” of‘the additional CAP aliocation should 

,e allowed in rate base is difficult to reconcile with its arguments. 

The Company states that if it is denied recovery for the additional CAP allocation, the 

Sompany would receive a message that it should rely on groundwater pumping if shortages occur, 

RUCO Repiy Brief at 7. 
Id ’ id 
id 

’1a’ at 5 
id., citing Tr. at 83-84, 

6 

8 

RUCO Reply Brief at 3-4. 
“Id .  at 4: referring to Direct Testimony of Staff Witness Marliii Scott, Jr. (Exh. S I ) ,  Engineering Report at 5 .  
id. at 7, citing Tr. at 301-02. I 
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instzad of looking out for the long-term interests of its customers and the community of Fountain 

Hills by obtaining additional C,4P water supplies.82 RUCO argues that since the Company intends to 

tile a rate case again in two to three years, I t  IS not imperative to include 100 percent of the 

Idditional CAP allocation in rate base.84 The Company explains that if it is not accorded reasonable 

:ost recovery for its purchase of the additional CAP allocation, it is unlikely that it will be able to 

keep the right that it believes it prudently acquired for the benefit of its customers.85 The Company's 

witnesses testified that the Company has made an investment and expects a return on the investment, 

ind that if full recovery of the acquisition costs is not allowed, the Company will be faced with a 

:hoke of how to otherwise recoup its investment.86 If denied regulatory recovery of the investment 

made on behalf of its ratepayers, according to the Company, its choices will be to either: ( I )  retain 

;he additional allocation afid look for entities who wish to enter into w-holesale water delivery 

trrangements from it; or (2) exchange or relinquish the additional acquisition and get its acquisition 

Jayment bac,k. *' 

83 , . 

The application process for the available additional CAP allocations was a competitive one 

hat considered the applicants' needs under the Third Management Plan.88 Of fifty-three applicants 

seeking a portion of the 65,647 acre-feet of CAP water available for reallocation, only twenty-six 

ipplicants were cmsidered in the first round, and CCWC was one of tweniy who were subsequently 

Siven the opportunity to purchase an additional CAP allocation.89 Based on the factual record in this 

:ase, we agree with Staff's reasoned recommendation, agreed to by the Company, that the entire 

acquisition cost of the additional CAP allocation be included in rate base, classified as a plant-in- 

service component of Land and Land Rights, and not subject to amortimtion. Our determination is 

based on the Company's need to provide its customers continued access to adequate renewable water 

supplies, and on the fact that CCWC acted prudently under the circumstances in the. December, 2007, 

E Rebuttal Testimony ofcompany witness Robert J .  Sprowls (Exh. A-8) at 5 .  
33 RUCO Reply Brief at 6,  citing Tr. at 121, 
" RIJCO Reply Brief at 6 .  
" Company Reply Brief at 12. 
I' Direct Testimony of Company witness Robert". Hanford (Euh. A- I )  at 7. 

Direct Testimony of Company witness Robert N. Hanford (Exh. A-I)  at 7. '* Direct Testimony nf Staffwitness Marlin Scott, Jr. (Exh. S-I), Engineering Report at 1 1 ;  Tr. at 325-327. 
iy Id 
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$1.28 million purchase of the additional CAP allocation. 

C. Working Capital 

The Company did not prepare a leadlag study to quantify its cash working capital 

requirement.” Staff contends that in the absence of the sash working capital component of a leact’lag 

study, it is inappropriate to consider other components of working capital, and therefore disallowed 

prepay-ments and materials and supplies inventory from rate base.” Staffs proposed adjustment to 

rate base removes (1) Unamortized Debt Issilance Costs in the amount of $424,010, (2) Prepayments 

iki the amount’of $192,485, and (3) Materials and Supplies Inventory in the amount of $14,521, for a 

:otal reduction to rate base of $631 , O l f ~ . ’ ~  

The Company argues that there js no requirement that it prepare a lead/lag study, and that it 

rdopted the leadlag study prepared by RUCO, along with the negative working capital ailowance 

W C . 0  derived from its RUCO‘s recommended total working capital i s  $95,400. which 

:onsisn of a negative Cash Working Capital allowance of ($1 11,606;1, Prepayments in the amount of 

6192,485, and Materials and Supplies in the amount of $14.521 .94 The Company is critical of the fact 

hat Staff did not analyze RUCO’s leadlag study, which was presented in RUCO’s direct testimony, 

md argues that because Staff did not challenge RUCO’s leadlag study, it should therefore be 

tdopted in lieu of Staffs  disallowance^.^' Staff responds that if the Company had prepared a leadlag 

;tu+ and submitted it with its application, Staff would have had an opportunity to review it and 

nake a recommendation on it.96 

The Company coil-ectly states that Unamortized Debt Issuance Costs are actually not a part of 

corking ~apital .~’.  Staffs witness testified at the hearing that while they are not, they should be 

emoved from rate base nonetheless, because they are a below-the-line expense, and similar to 

’ A company’s working capital requirement represents the moun t  of cash the company must have on hand to cover any 
ifferences in the time period between when revenues are received and expemes must be paid. The most accurate way to 
ieasure the working capital requirement isvia a leadllag study. The leadilag study measures the actual lead and lag days 
mibutable to the individual revenue and expenses. Staff Brief at 4. 

Staff Brief at 5, citing Direct Testimony of Staffwitness Marvin E. Millsap (Exh. S-2) at 23. 
’ Staff Brief at 5, citing Direct Testimony of Staff witness Marvin E. Millsap (Exh. S-2) at 22. 
Company Reply Brief at 1. ’ Direct Testimony of RUCO witness Timothy J .  Coley (Exh. R-8) at 23-24. 

’ Company Reply Brief at 1 
’ Staff Reply Brief et 2. 
’ Company Reply Brisfat 2. 

I 
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interest, are amortized over the life of the debt, and adds that it would also be improper to allow them 

as operating expenses.” The Company disagrees with Staffs assessment that the Unamortized Debt 

Issuance Costs are a below-the-line expense. The Company argues that no evidence was presented 

that the costs were improper or unreasonable, calls the idea “n~nsens ica l ,”~~ and argues t.hat if 

Unamortized Debt Issuance Costs are removed from rate base, Staff should have included them in 

calculating the Company’s cost of debt, but did not.”’ However, the Company provided no evidence 

controverting Staffs expert accounting testimony that Unamortized Debt Issuance Costs should be 

removed from rate base.”’ 

A leadilag study is the most accurate and appropriate means of measuring the working capital 

requiremen1.s of a utility of GCWC’s size. ‘The Company could have prepared and iiicluded ivith the 

a lication a leadilag study to support its request for recovery of working capital allowance. If it had. 

witness testified that “[slhould the Commission reject RUCO’s first recommendation, RUCO’s 

second recommendation would be to disallow the Company the opportunity to recover materials & 

supplies and prepayments for which it seeks recovery, since those two items are components of a 

working capital allowance adjustment.””* Staffs proposed disallowance of $192;485 in 

Prepayments and $14,521 in Materials and Supplies Inventory is appropriate, and will be adopted. In 

14 

15 

16 

17 

18 

Tr. at375-381. 
25 1;s Company BrieLat 2 

L ose not study, it is inappropriate to consider other components of working capital. The. Company .-h 

to provide a leadilag study for analysis, but wishes the Commission to allow recovery of working 

capital components nonetheless. The fact that a leadlag study was presented by RUCO, and that 

Staff did not challenge it, does not compel its adoption. Neither does the fact that a leah’iag study 

was presented by RUCO compel the rejection of Staffs proposed adjustments. RUCO’s acc0untin.g 

lo” Company Reply Brief at 14. 
The Company may be correct that the Unamortized Debt Issuance Costs should have been included in calculating the 

28 

cost of debt,butif so: the Company also should have included them in its calculation As discussed below, the parties are 
I in general agreement on the cost of debt, with the cost of debt adopted in this proceeding slightly higher than that 27 11 
.~ 
proposed by the Company. 
Io* RlKO’s Direct ‘Testimony of RUCO witness Timothy .I. Coley (.Exh. R-X) at 24. 
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.ddition, the record supports removal of $424,010 in IJnamorlized Debt Issuance Costs from rate 

lase. A total reduction to rate base of $63 1,016 is reasonable and will be adopted. 

Staff recommends that the Company be ordered to perform and submit a lead/lag study in 

onjunction with its next rate adjustment request application in order to meet the sufficiency 

eyuirements of that filing. There was no objection to that recommendation, which is reasonable aqd 

vill be adopted. 

D. CIAC Amortization Rate 

The Company and Staff agree regarding the method for amofiization of Contributions in .4id 

~ d ’  Construction (“CIAC”),!” which includes computation of a composite CIAC amortization rdte 

#,sed on depreciation expen~e . ’ ”~  RUCO objects to the method, and recommends instead that the 

hnpany ”be required to utilize the amorlizatioi? rate established in the prior cast: or a rate 

stablished based on CIAC amounts and the corresponding plant depreciation rates to insure that 

ilant and CIAC are properly mat~hed.”’’~ Decision No. 68176 did not establish a specific CIAC 

mortization rate to be used on a going forward basis. The Company is correct that [he reason 

pecific CIAC amortization rates are not set on a going forward basis is that the amortization rate is 

xpected to be adjusted to match the composite depreciation rate for each’year, and using a fixed 

omposite rate for amortization of CIAC over lengthy intervals between rate cases can result in 

ignificant mismatches between net plant-in-service and net CIAC.’06 Using the CIAC amortization 

3te utilized in that proceeding would not meet RUCO’s goal of insuring that plant and CIAC are 

roperly matched, whereas the methodology used by the Company and Staff in this proceeding does. 

’he methodology used by the Company and Staff, which is based on CIAC amounts, depreciable 

Pant, and depreciation expense in this case, properly matches net plant-in-service and net CIAC, and 

Jill be adopted. 

E. Accumulated Depreciation 

Staff proposes an adjustment i o  reduce Accumulated Depreciation by $2,031,950 from the 

Company Reply Brief at 14 11 

’‘ S:aff Reply Brief at 2-3. 
Is RUCO Reply Brief at 12. ’‘ Company Rrief at 15. 
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Company‘s amount of $15,877,022 to reflect Staffs Accumulated Depreciation of $13,845,072.“” 

Staff states that the reason for the difference is related to Staffs use of the 4.0 percent General Office 

plant allocation factor and the plant additions and retirements of wells and other plant. lo‘ Staff 

contends that the 4.0 percent allocation factor is more correctly matched to the test year.”’ The 

Company agrees, and states that it accepted the 2.8 percent allocation factor proposed by RUCO as a 

compromise and to help minimize issues, even though it would result in a lower rate base and lower 

rates.’Io RUCO did not address the issue on brief. Staffs adjustment is reasonable and will be 

adopted. 

IV. PAIR VALUE RATE BASE 

i3ased on the foregoing disc.ussion, we adopt an adjusted OCRB for thc Company of 

$21,3’70,X77, and an adjusted RC.ND of $32,181,951, weighted 50i50, for a FVRB of$26,776,414. 

V. OPERATING INCOME ISSUES 

A. Property Tax Expense Calculation 

The Company and Staff propose to follow recent Commission Decisions io use adjusted test- 

year revenues in the application of the Arizona Department of Revenue CLADOR) formula in order 

to determine allowed property tax expense.”’ As in many past rate cases, RUCO disagrees with this 

methodology, and proposes the use of either the “ADOR methodology of averaging three historical 

years, or RIJCO’s new alternative of adding the last known and measurable property tax expense and 

the property tax expense associated with the additional increment of adjusted proposed revenue 

approved by the Commission.”’” RUCO attached as an exhibit to its closing brief a new schedule 

showing the effect of RUCO’s new alternative methodology on the proposed revenues of the 

parties.”’ RUCO states that the Company collected nearly $300,000 more property tax expense than 

it actually paid in the three years from 2006 to 2008, due to a decrease in the Company‘s propert). tax 

Direct Testimony of Staff witness Marvin E. M i h a p  (EA. S-2) at 20. 
Id 

109 I d  

I O 1  

. -. 
Company Reply Brief at 3. 
Direct Testimony of Staff witness Marvin E. Millsap (Exh. S-2) Schedule MEM-25; Rebuttal ‘Testimony of Company 

I10 

I l i  

witness Tbomas J Bourassa (Exh A-5) at 17 

I: ’  RUCO Brief. Exhibit A. 
RUCO Reply Brief at 12. 112 
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issessment, which RUCO states was “due in great part to the reduction in tax rate and the tax 

issessment ratio, adopted by the Arizona Legislature in HB 2779 and codified at .4.R.S. 5 41- 

15002.””4 RUCO argues that if the methodology it advocates had been used in the prior rate case, 

weraging the three prior years of reported gross revenue by a factor of two, would have resulted in 

619,000 less in allowed property tax e x p e n ~ e . ” ~  The Company disagrees with RUCO’s claim that it 

ias overcollected property tax expense. The Company argues that having consistently ?Ailed to earn 

qufficient revenue to earn its authorized rate of return every year since the current rates went into 

:ffect, the Company has not over-recovered anything, rendering RUCO’s argument illusory. ! l 6  ‘The 

?ompan), conknds that RUCO’s claim demonstrates the danger of singling out one expense to 

:valuate over-or under-recovery, and that RUCO’s contention that the Company “overcollected” 

?roperty- [axes is both misleading and untrue.’17 Staff argues that because RUCO has provided no 

ither suhstantive basis for deviating from the methodology the Commission has consistently utilized 

n calculating property tax expense, that the Commission should adopt the methodology used by the 

3mpan)i and RUCO in this case.”* 

We agree with RUCO that the difference in the estimated property tax in the last rate case and 

he amount of property t.ax paid in the years from 2006 to 2008 was due largely to tax rate and tax 

lssessment ratio changes, and not to the methodology used to estimate the C.ompany’s property tax 

:xpense.”’ And we agree mith the Company that looking at a single expense allowance from a prior 

,ate case in order to judge expense under- or over-collection, can be misieading and should be 

ivoided, as should any other single-issue ratemaking exercise. LJnIike many rest year expenses, a 

letermination of property tax expense involves a forward-looking estimation. tising the revenue,- 

lependent methodology based on the ADOR formula that has repeatedly been approved by the 

:ommission, Staff and the Company utilized adjusted test-year revenues in the application of the 

iDOR formula to estimate the Company’s future property tax expense, in order to determine an 

21 

RUCO Brief at 12, citing Surrebuttal Testimony of RLICO witness Timothy J. Coley (Exh. R-9) at 3 1-32, 
Is RUCO Brief at 12, citing Surrebuttal Testirnonq of RUCO witness Timothy 1. Coley (Exh. R-9j at 38-41. 

Company Repiy Brief at 15. 
I’ Company Brief at 17; citing Tr. at 158-59. 

Staff Reply Brief at 9. 
’’ RUCO Briefat 12.  

I d  
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appropriate allowed expense level based on that estimalioii. Staffs method calculates the appropriate 

level of ongoing property tax expense for the revenue requirement by including a component for 

property taxes that reflects known assessment ratios and tax rates in the gross revenue conversion 

tactor.I2' RUCO's arguments in this case do not provide a basis for requiring any changes to the 

simple, accurate, reliable and reasonable methodology we have approved in past cases and again 

adopt in this case. 

E(. Expense Normalization 

Staff proposes adjustments to normalize test year Chemical Expenses and Repairs and 

Maintenance Expenses. The Company opposes both normalization adjustments. 

Chemical Expenses 

Staft's proposed normalization of Chernica! Expenses would reduce the test year expense 

level from $127,457 to $99,827, which is the three-year avzrage of the Company's chemical expenses 

for 2004, 2005, and the test year, 2006. The expenses in 2004 were $66,210; in 2005: $105,814; and 

in 2006, $127,457. Staff asserts that the normalization is appropriate because the C.ompany's 

:hemicai expenses have more than doubled subsequent to the Company's prior test year of 2003, and 

because there were two large invoices totaling approximately $17,000 for chemicals delivered in 

December, 2006 that Staff believes were to be used post test year.'" Staff asserts that the December 

2006 invoices were for deliveries not made on a monthly basis, but over longer time periods, and that 

Staff believed those chemicals were for use in the following year, not the test year, and should 

:herefore not have been included in test year expenses.'22 Staffs witness also testified that he knew 

:hat a new treatment plant had come online during the three-year time period he used for the 

normalization averaging, so that he was aware that chemical expenses would increase.'23 The 

Company disagrees with the normalization adjustment, contending that the test year is presumed to 

De normal: and adjustments should be based on known and measurable changes.'24 We agree. In this 

instance, it was known to Staff that due to the new treatment plant, chemical expenses would have 

Staff Brief at 10. 

Tr. at 384-85. 
Id 
Company Brief at 19. 

"I 'Testimony of Staff witness Marvin E. Millsap (Exh. S-2) at 33; l'r. at 384-85. 

I24 
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increa~ed.’~’ In regard to the December 2006 invoices, the record does not reflect any inquiry 

demonstrating that Staffs assumption that the chemicals were not properly a test year expense was 

correct. If so, it may have been proper to exclude them from test year expenses, but that is not what 

Staff proposed. Even if Staff had shown that the invoice amounts should have been excluded, the 

exclusion would not haw justified a normalization adjustment. Because the record does not S U P ~ O I T  

the normalization of Chemical Expense proposed by Staff, the actual test year expense will be 

allowed instead. 

Repairs and Maintenance Expense 

Staff proposes a normalization adjustment to the CompanJ;’s Repair and Maintenance 

Expense rediicing the test year expense horn $104,609 to S91,134. Staff believes that the fluctuation 

in this expense acc.ount, from $96,152 in 2004, to $72,640 in 2005, to $104,609 in the test year, 

called for a normalization adjustment, based on Staffs opinion that there “does not appear to be any 

upward trending in these expenses.”’26 In addition, Staff proposes exclusion of $5,543 of test year 

expenses booked in this account for the Company’s payments to Pepsi Cola Company of Dallas for 

beverages for the Company’s employees. The Company does not dispute that the $5,543 should be 

disallowed. We agree with Staff that this is an expense that should be borne by the shareholders, not 

the ratepayers, and will not be allowed. The $5,543 disallowance to test year expenses brings the test 

year level of repair and maintenance expense down to a level close tc the 2004 level of expense, 

which, bascd on the evidence presented, is a reasonable level. Because the record does not support 

Staffs proposed normalization of Repairs and Maintenance Expense, the actual test year expense, 

less Staffs proposed disallowance of $5,533, will be allowed. 

C. Deferral of CAP M&I Charges 

The Company and Staff agree that the Company should be allowed recovery of 50 percent of 

the CAP M&I charges related to the additional CAP allocation. or $20,306, as an operating expense., 

based on Staffs position that only 50 percent of the additional CAP allocation’is used and useful at 

this time, and that 50 percent of the charges should be deferred.‘27 Staff filed in this docket proposed 

‘I‘ TI. at 384-85. 
’” Testimony of Staff witness Marvin E. Millsap (Exh. S-2) at 34; Staff Reply Brief at 4. 

__ 

Cornpany Brierat 11.  20-21; Staff Reply Brief at 4. ! 2 i  
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accounting order language which would allow the deferral of the remaining 50 percent of the M&I 

charges.”* KUCO states that if it is determined that some portion of the additional CAP allocation is 

used and useful, a commensurate portion of the associated annual water service capital charge should 

be included as an M&I expense in this case.Iz9 RUCO does not oppose the accounting order 

language as to form.’30 The Company disagrees with language in Staffs accounting order proposal 

allowing the Company a 36 month deferral period,13’ and included its own proposed accounting order 

language as an attachment to its closing brief.’32 

The Company and Staff disagree on two issues related to the deferral: (1) whether the 

Company should be allowed to defer interest or other carrying charges, and (2) whether the deferral 

should have a time limitation. 

‘The C:ompany asserts that until the recovery of interest or carrying costs can be considered in 

a future rate case, the Company should be allowed to accrue reasonable carrying Staff 

contends that it is inappropriate to allow the Company to accrue interest on the deferral, because 50 

perc.ent of the M&I charges are not currently used and As Staff notes; the interest and 

timeframe requirements of Staffs proposal are consistent with other Commission Accounting 

Orders.’35 Staffs language “excluding any interest or other carrying charges” is consistent with our 

other Accounting Orders and will therefore be adopted. 

The Company contends that there is no reason for “preset, artificial limits“ on the deferral 

period. 136 Staff argues that without a specified timeframe, the Company would be able to defer the 

charges indefinite1y.l3’ Staff contends that 36 months is a reasonable timeframe for the deferi-ai 

period, and points out that its proposal also includes a provision allowing the Company to continue 

the deferral beyond its evaluation in the Company’s next rate case, such that the Staff proposal does 

Staff Proposed Accounting Order Language docketed on Januay 6,2009. 128 

I Z 9  RUCO Reply Brief at 7. 
I“ RUCO Response to Proposed Accounting Order, docketed on Januarji 13,2009. 
I” Company Brief at 21-22 an3 Exhibit 2. 
I ”  Company Rrief at Exhibit 2. 

Company Brief at 21-22 and Exhibit 2. 
’” Staff Reply Brief at 5 .  

I”  Company Brief at 21-22 and Exhibit 2. 
n7 Staff Reply Brief at 5. 

i’5 Id. 
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not specifically limit the deferral to 36 months.13s Staff states that it proposed the 36 month 

timefrarne in order to permit time for Staff to evaluate whether the Company is properly accounting 

for the deferral., and also to determine if all or a portion of the deferred charges are used and useful, 

and therefore eligible to be placed in rates.139 For the reasons provided by Staff, we agree that a 

definite timeframe should be placed on the deferral pericd, and find that under the circumstances of 

this case: a 48 month period is reasonable. 

D. Rate Case Expense 

The Company requests authority to recover rate case expense associated w..ith this case in the 1 amount of $280,0OO. The Company states that it based its request primarily on the $285,006 amount 

I 

I 

awarded in its last rate proceeding, and that it has incurred more than $280,000 in this 

, .-. 
i 14" CcImpsny Brief a1 22, citing Rebuttal Testimony of Company witne.ss Thomas j. Bourassa (Exh. A-5) at 15 and 
Rebuttal Testimony of Companq witness Robert N. Hanford (Exh. A-2) at 10. 
I" Staff Brief at 8 .  ' Company Brier at 24. citing Tr. at 390-98. 

Company Rcply Brief at 6 .  

'' I 
l2 

I ?j 

RGCO did not brief the issue of rate case expense for this case. Staff proposes that the Company be 

allowed to recover no more than $150,000 in rate case expense for this proceeding, arguing that 

$1 50,000 in rate case expense is similar to amounts the Commission has allowed comparably-sized 

utilities to recover through just and reasonable rates.I4' Staff recommends that rate case expense be 

l7 

2o 

21 

22 

23 

24 

reyiiest for this proceeding is not supported by the evidence, because Staff gave no consideration to 

the specifics of this rate case, to the rate case process, or to the similar rate case expense awards 

I relied on by the Company, and because Staff could not provide specifics regarding the cases its 

witness relied on in reaching his re~ommendation.'~' 'The Company requests that if its rate case 

expense recovery is normalized, as Staff recommends; rather than amortized, that it be granted 

authority to institute a surcharge instead "to ensure that rec.overy actually occurs."'44 Based on our ' review of the record, we find that it is reasonable to allow recovery of $280,000 for the expenses ' incurred by the Company in this proceeding. We agree with Staff that because rate case expense is a 
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recurring expense, normalization is a more appropriate treatment than amortization, and that a 

surcharge for recovery of rate case expense would be inappropriate. The $280,000 allowed rate case 

zxpense related to this proceeding will therefore be normalized over three years. 

Appeal and Remand Rate Case Expense E. 

In addition to the Company's requested recovery of rate case expenses associated with this 

xoceeding, the Company has requested recovery in this docket of its rate case expenses associated 

uith the Remand Proceeding, as allowed by Decision No. 70441.'45 The Company originally 

ques ted  recovery of $258.1 1 1  of the $500,000 of rate case expense it incurred in its appeal of 

Decision No. 68176 and the Remand Proceeding, which included expert witness fees, copying, 

nailing and publication costs, and discounted legal k e ~ . ' ~ ~  The Company currently requests 

wovery of $100,000 of these expenses through operating expenses, together with the $280,000 in 

:xpenses associated with this proceeding, discussed above, for a total recovery of $380,000, 

unortized over three years, resulting in a total annual expense of $126,667 reflected in the revenue 

cquirement for this case.I4' Staff recommends that the Company be permitted to recover $100,000 

n rate case expense related to the Remand Proceeding, normalized over a three year period, which, 

Nith its recommendation of recovery of $150,000 related to the current proceeding, would result in 

otal rate case expense of $250,000, normalized over a three year period, for a total annual rate case 

:xpense of $83,333 rellected in the revenue requirement for this case.148 RUCO recommends denial 

if any rate case expense recovery related to the Companyk appeal of Decision No. 68176 and the 

kinand Proceeding, and RUCO's final schedules show total annual rate case expense of $93,333 

,eflected in the revenue requirement for this case.149 

RUCO argues that the Company's request for legal fees for the appeal and remand of 

kcision No. 68176 should be denied "as a matter of law and public policy."15o RUCO argues that 

Decision No. 70441 at 43. 
Supplemental Direct Testimony of Company witness Thomas J. Bourassa (Exh. A-4) at 2-7 
Company Reply Brief at 6.  
Staff Brief at 7-8. 
RUCO Final Schedule TJC-27. 
RUCO Reply Brtef at 12. 

45 

46 

47 

49 

50 
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“[allthough the appeal and remand corrected the method by which the Commission determined 

FVRB rate of return, the Company pursued the appeal to 0btai.n additional operating income for the 

,en& of its shareholders,””’ and contends that the shareholders should therefore bear the costs 

issociated with that lawsuit, and the Company should “pay the costs for its business decision to 

m s u e  an appeal.””* RUCO argues that “[plermitting the Company to recover its rate case expense 

>n a lawsuit to benefit shareholders would leave the utilities with the expectation that they can pursue 

my lawsuit with no worry of the costs associated therewith because captive ratepayers will pick up 
he iab,>>l$3 

‘The Company contends that it is in the public interest to ensure the legality of Commission 

Iecisions. and therefore the Company should not bear the entire burden of the expense i t  incurred to 

ippeal a llecision for which the Company was not responsible, and which thc court found 

m : a ~ f u l . ’ ~ ~  The Company also states that contrary to RUCO’s assertion that a utility “can pursue 

my lawsuit with no worry of the costs,” a utility has no expectation o f  any expense recovery unless it 

>revails in its appeal, and that even if a Company is successful, full recovery of expenses is 

mlikely. 

RUCO advances the argument that that Arizona law does not permit recovery of attorney’s 

ees on remand, citing A.R.S. 5 12-348 and Columbia Parcar Corp. v. Arizona Depr. of 

“ransportation. Columbia Parcar held that plaintiffs did not prevail in adjudication “on the 

nerits” on judicial review by securing reversal and remand for new hearing on procedural grounds, 

nd thus were not entitled to award of fees. In Columbia Parcar, in the administrative proceeding 

eading to the appeal, plaintiffs were not allowed to present evidence on statutory requirements 

elated to their claim.”’ The facts of Columbia Parcar are therefore distinguishable from the facts in 

RUCO Brief at 1 I .  
i2 Id ’’ Id. 11 
i4 . 
is 

,6 

Lompany Brief at 24. 
Company Reply Brief at 16. 
RIJCO Brief at 10, citing Columbia Parcar Corp. v. Arizona Depf ofTrunrporiufion, 193 Ariz. 181, 971 P.2d 1042 

9pp. 1999). 
”Columhin Parcar. 193 Ark.  at 183,971 P.2d at 1043. 
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this case, as CCW’C did no1 secure its remand of Decision No. 68176 on procedural grounds, but 

because it prevailed on the merits of its appeal of a specific ratemaking issue. We also agree with the 

Company that the statute cited by RUCO does not apply to this case; as A.R.S. $ 12-348(H)(l) does 

not apply to actions “to establish or fix arate.””’ 

Although we find that the Conmission has authority to award attorneys fees to the Company 

for the appeal and the remand proceeding, we decline to do under these circumstances. The 

Company spent more than $500,000 to recover an additional $12,000 in 0peratin.g income. While no 

>ne disputes the Company’s right to pursue whatever legal recourse it wants l o  pursue, we believe 

that Company should maintain a proper perspective of ibe costs and benefits associated therewith. In 

x-der to ensure the Company undertakes the appropriate analysis of the risks and benefits of 

itigation, we will not allow the Company to impose the costs ofthe appeal upon captive ratepayers. 

F. Operating Income Summary 

With the adjustments discussed above, we find the Company’s test year operating expenses to 

,e $6,561,825, on adjusted test year revenues of $7,505,010, for adiusted test year operating income 

if $943,185. 

VI. COST OF CAPITAL 

The parties to this case recommend a rate of return for the Company as follows: CCWC, 9.96 

iercent; RIJCO, 0.38 p e r ~ e n t ; ” ~  and Staff, 7.6 percent.’60 For the reasons discussed below, we adopt 

i FVROR for the Company of 7.52 percent. 

-__- 
5 8  A.R.S. 5 12-348(H)(I) provides: 

This section does not: 
1 .  Apply to an action arising from a proceeding before this state or a city, town or county in which 
the role of this state or a city, town or county was :o determine the eligibility or entitlement of an 
individual to a monetary benefit or its equivalent, lo adjudicate a dispute or issue between private 
parties or to establish or fix a rate, 

’’ RUCO Final Schedule TJC-36. 
“’ Staff Final Schedule PMC-2. 
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A. Capital Structure and Cost of Debt 

Capital Structure 

The parties are generally in agreement regarding CCWC’s capital structure. The Company 

sroposes a capital structure consisting of 3.97 percent shod-term debt, 19.45 percent long-term debt, 

nd 76.58 percent equity. RUCO recommends a capital structure comprised of 4.08 percent short- 

:mi debt, 19.17 percent long-term debt, and 76.75 percent common equity. Staff proposes a capital 

tructurc of 75.6 percent equity and 24.4 percent debt. The minor differences in the parties’ 

ecommendations are attributable to the Company’s use of the capital structure at the end of the test 

ear, while Staff and RUC.0 use.d a more rece.nt capital structure.16‘ Based on the parties’ proposals, 

ve find that a capital structure of 74 percent debt and 76 percent equity is reasonable for the 

:ompany in this case. 

Cost of D& 

The Company proposes a cost of short-term debt of 2.88 percent, which it based on the 

.ondon Inter-Bank Offered Rate (“LIBOR) reported on November 21, 20G8.’b2 CCWC’s short term 

.ebl is provided by its pareni, American States Water Company, subject to variable interest rates 

‘ased on the LIBOR. 163 CCWC’s proposed cost of 1on.g-term debt, 5.33 percent, is based on the end 

‘f test year interest rate on its low-cost bonds issued in 1997,’64 for an overall cost of debt of 4.92 

sercent. RUCO recommends a cost of short-term debt of 2.71 percent, and a cost of long-term 

ebt of 5.34 percent. Staffproposes a composite cost of long-term and short-term debt of 5.0 percent, 

Jhich takes into account changes to the Company’s long-term debt occurring after the test year’66 

lased on the parties’ proposals, we find that the 5.0 percent composite cost Qf debt recommended by 

,taff is reasonable: and will adopt it. 

165 

See Cost of Capital ( “ C O P )  Rejoindp,rTestimony of Company witness Thomas I. Bourassa (Exh. A-21) at 4-5 ,I 

’’ Company COC Brief (“Brief’) at 3 1. 
~’ Id. 

See Company Amended Final Sched. D 2  
Staff cOC Brief at 2. 

4 

‘’ StafrFinai Sched. PMC-IO. 
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B. Cost of Equity 

Using the DCF and CAPM models, the Company’s cost of capital witness estimated the 

2ompany’s cost of equity to be 12.7 percent. The Company states that although it believes its current 

:ost of equity is 12.7 percent, it has requested a cost of equity of 11.5 percent in order lo minimize 

lisputes. Staffs cost of equity estimate is 10.1 percent.’68 RUCO’s unadjusted cost of equity 

&mate is 8.83 per~ent.’~’ 

I65 

While the Company and Staff used the same six publicly traded water companies as a sample 

:roup in their cost of equity analyses, RUCO’s sample group differed. The Company disagrees with 

he group of publicly traded utilities RUCO used to estimate CCWC’s cost of equity. In particular, 

‘CWC disagrees with RUCO‘s substitution of Southwes! Water Company for Connecticut Water 

krvice, Middlesex Water Company, and SJW Corporation. RUCO asserts tkat Southwest Water 

kmpany is an appropriate cornparable ‘company because American States Water, CCWC’s parent 

ompany, offers nearly identical service as Southwest Water Company, including unregulated 

ervices, and has an identical risk as Southwest Water Company, demonstrated by the fact that the 

wo companies share the same market beta”’ of 1.05, as reported in Value Line Utility  report^.'^' 

X W C  argues that Southwest Water Company is not comparable to either CCWC or to the publicly 

raded water utilities in the sample group used by CCWC and Staff in their cost of equity estimates. 

X W C  states that according to AUS Utility Reports November 2008) only 45 percent of Southwest 

Yater Company’s revenues are derived from regulated activities, whereas four of the six water 

itilities used by CCWC and Staff have at least 90 percent of their revenue derived from regulated 

ctivities, and the remaining two have 82 percent and 85 percent of their revenues derived from 

egulated a ~ t i v i t i e s . ’ ~ ~  CCWC argues that in comparison to Southwest Water’s 45 percent of 

Companj: COC Brief at 2. 
Staff Final Schedule PMC-I. 

,7 

Is RUCO Final Schedule TJC-36. RUCO refers to this as the “OCRH Weighted Cost of Capital.“ 
Io Beta measures the systematic risk of a particular entity’s stock relative to the market’s beta, which i s  1.0. Since the 
iarket’s beta is 1.0, a security with a beta higher than 1.0 is riskier than the market and a security with a beta lower than 
.O is less risky than the market. See Direct Testimony of Staff Witness-Pedro M. Chaves, (Exh. A-16) at 29. 
’’ RUCO COC Brief at 8, RUCO COC Reply Brief at 4. 
’’ COC: Rejoinder Testimony of Company witness Thomas J. Bourassa (Exh. A-21) at 28. 
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:evenues from regulated activities, 86 percent of CCWC’s parent company American States Water’s 

revenues and 96 percent of its net income were generated by its principal subsidiary, Golden State 

Water Company, which also owns 92 percent of American States Water’s assets, but CCWC did not 

specify the percentage of those revenues derived from regulated services.’73 CCWC also argues that 

Southwest Water Company’s earnings per share were negative for the twelve-month period ended 

lune 30, 2008, and that RUCO’s use of this financially troubled company in its proxy group 

lepressed KUCO‘s cost of equity estimate by 60 basis points.’74 CCWC contends that Sun Cily 

Water Cu. v. Arizona Corp. C‘u~nrn’n’~~ supports its position that Southwest Water should be 

xcluded from RUCO’s proxy group because it is “financially We disagree. The facts in the 

Sun C;ty case are distinguishable from this case in two significant ways. First, the court in the Surf 

“ i t y  case did not address the use of companies in a proxy group for either a DCF or CAPh.1 analysis, 

and was instead criticizing the use of comparative earnings analysis for setting a rate of return for the 

wakr utility in question.’77 A comparative earnings analysis, which is not proposed by any party to 

ihis case, differs greatly from the DCF and CAPM analyses in the use of companies for coniparison 

purposes. Second, the Sun City court referred not to an individual “financially sick” company, but to 

:he “financially sick” condition of the water utility industry as a whole at that time, while criticizing 

!he comparative earnings analysis used in that case as being particularly inappropriate “when 

:vidence was presented that this industry was generally sick financially . 178 

‘The Company also disagrees with RUCO’s use of a sample group of natural gas distribution 

itilities, and argues that an adjustment must be made to account for their use as proxies. RUCO 

jtates that gas utilities serve as an appropriate proxy for CCWC because gas and water companies 

lave similar operating characteristics in terms of distribution and similar r i ~ k s . ” ~  CCWC asserts that 

xxause RUCO’s water utility proxy group, with an average beta of 0.82, has more systematic 

i3 company COC Reply Brief at 18-19 
74 Id a i  35,. citing Rigsby Dt., Sched. WAR-2. 
”Sim City fi’uter C C ~ D U W  v .  Arizona Corp. Commh, 26 Ariz. App. 304, 310, 547 P.2d 1104, 1 1  10 (App. 1976), r w ’ d  
m olher grounds, 113 Ariz. 464, 556 P.2d i 126 (1976). 
36 Company COT Reply Brief at 19 
”’Sun Civ Puler Company, 26 Ark.  App, at 310, 547 P.2d at 1 1  10. 

79 RUCO C W  Brief a! 7.  
id 
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market) risk than its gas utility proxy group, with an average beta of 1.05, that the gas proxy group is 

ot comparable to CCWC.’80 CCWC argues that because the gas proxy group’s average beta is 

igher than the water proxy group’s, an adjustment must be made to account for the current 

ifference in risk between a typical water utility and a typical gas utility.”’ CCWC asserts that 

:ommission Decision No. 66849 “rejected the use of gas companies as proxies for a water utility 

ased on the difference between the average beta of the water utility sample group and average beta 

f the gas utility sample group,” that “use of the gas utility sample as a proxy for the water utility 

mild have increased the cost of equity,”Ig2 and that Staffs position in the case leading to Decision 

b. 66849 supports a 250 basis point upw-ard adjustment in this case.Ia3 Decision No. 66849 does 

ot suppcirt such an adjustment. Contrary to the Company’s assertion, Decision No. 66849 did not 

:jt:c: Staffs use of a gas proxy group. However, it did reject Staffs position rhat its use of gas 

roxies necessitated a downward adjustment to Staffs cost of equity estimate. Decision No. 66849 

istead adopted Staff‘s unadjusted average of its DCF and CAPM models. The use of a gas utility 

3mple had the effect of increasing the cost of equity over Staffs recommendation in that case.’84 

‘he Company’s argument that a failure in this case to make an upward adjustment would constitute 

n arbitrary and capricious action’85 is simply wrong. In this case, as RUCO points out, CCWC itself 

sed water utilities with the same range of beta as RUCO’s gas proxy; one third of the ccmpanies in 

ICWC’s water proxy group have the same range of betas as the companies in RUCO’s gas proxy 

roup; nine of the ten gas utilities in RUCO’s gas proxy have betas between 0.80 and 0.90; the 

:ompany’s proxy group of six water companies included Connecticut and Middlesex Water 

:ompanies, which have betas ranging between 0.8G and 0.90;’84 and testimony on the record 

idicates that there is movement toward using gas utility proxies to derive cost of’ capital for water 

’ Company COC Brief at 36. 

* Company COC Reply Brief at 19-20, citing Decision No. 66849 (March 19,2004) In the Malrer o/rhe .4pplication of 
rizona Water Company, an Arizona Corporation, for Adjuslments fo its Rates and Charges for LUilify Service Furnished 
v its Eastern Group and/or Certain RelatedApprovvls at 21. 

’ id. 

Company COC Reply Brief at 20. 
Decision No. 66849 at 23. 
See Company COC Reply Brief at 20. 
RUCO COC Briefat 6-7. 

3 
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companies.’” The record does noi reflect a need for a special adjustment due tc RliCO’s use o 

natura.1 gas distribution utilities as proxies. 

While the Company arrived at its CAPM cost of equity estimate of 14.6 percent by averagini 

its historical market risk premium result of 9.8 percent with its 19.4 percent current market risk 

premium result, RUCO did not use a current market risk premium, but reached its CAPM estimate 

based on a historic market risk RUCO calculated a range for its CAPM cost of equiti 

between 8.10 and 9.78 percent for its water sample, and between 6.94 and 8.25 percent for its g z  

~arnp le . ”~  RUCO contends that because reliance on past performance is a better indicator of future 

performance than reliance on analyst’s projections of market return and treasury yields, RUCO’s use 

of a historic market risk premium to derive a CAPM cost of equity capital is appropriate, particularl) 

in the current economic  circumstance^.'^^ While the Company argues that market volatility does no1 

make the CAPM unstable or subject to manip~lation,’~’ RUCO concurs with Staffs witness Davic 

Parcell that the current risk premium CAPM is not a proper model in a very depressed market, and 

that the Company’s CAPM analysis should be rejected because it is based, in part, on a currenl 

rnarket risk prenii~rn.”~ RUCO agrees with Mr. Pareell that development of a growth rate from 

stocks priced in an extremely depressed market leads to a CAPM which is too high.”’ RUCO Wther 

argues that the Company’s use of a 19.4 percent current market risk premium to determine a cost of 

Equity capital is inconsistent with the most recently availabie market data, comparing it to Value 

Line’s October 24, 2008 projections of 7.50 percent for the return on common equity for the water 

industry through the five year period through 2013, for a difference of 1,190 basis p0ints.1~~ We 

3gree with RUCO and Staff that the Company’s CAPM should be rejected because it is based; in part 

Jn a current market risk premium, which is inappropriate in a depressed market. 

Id. at 7, citing Tr. at 716-77. 
RUCO COC Briefat 2. 

87 

89 COC Direct ‘Testimony of RUCO witness William A. Rigsby (Exh. R-14) at 333-34. 
”’ RUCO COC Brief at 3, RUCO COC Reply Brief at 8. 
” Company COC Reply Brief at IS. 

93 RUCO COC Reply Br at 7-8, d i n g  Staff witness David Parcell’s testimony. TI. at 759. 
94 RUCO COC Reply Brief at 8, citing Company witness Thomas Bourassa’s testimony, Tr. at 580 

RUCO COC Brief at 4, citing David Pmxll’s testimony, Tr. at 746, 759-761. 42 
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The Company asserts that RUCO significantly reduced its CAPM cost of equity estimate by 

using a geometric mean to calculate the market risk premium, by using two different Treasury 

securities as its proxy for the risk-free rate of return, and by using the average total return, instead of 

the average income return, on risk-free Treasuries.195 RUCO derived its historic market premium 

using both a geometric and an arithmetic mean of the historical retums on the Standard and Poor's 

500 ("S&P 500") index from 1926 to 2007 as the proxy for the market rate of return.196 RUCO states 

that the use of geometric mean is the industry standard, that geometric means are published in 

Morningstar, and that Value Line calculates both historic and prospective growth rates on a geometric 

or compound growth rate RUCO also argues that its historic market risk premium range of 

between 4.90 percent and 6.5 percent, for an average of 5.7 percent, falls close to the range of 4.0 to 

5.0 percent identified as reasonable i n  a recent professional presentation,19* and the range of 4.5 Lo 

5.5 percent identified as reasonable in a recent publication cited in this case by both the Company and 

R L ~ C O . ' ~ ~  RUCO contends that because its historic market risk premium falls close to the range 

identified as reasonable by recent empirical research, and the Company's historic market risk 

premium using an arithmetic mean of 7.5 percent dozs not, the Company's cost of equity 

recommendation should be CCWC. argues, unconvincingly, that RUCO's use of an 

excerpt from the Koller, Goedhart, and Wessels textzo1 (to which the Company cited as supporting a 

separate issue) fails to support RUCO's contention that its market risk premium of 5.7 percent, the 

average of its geometric and arithmetic mean, is reasonable, because the risk premium in this case is 

not being computed with short-term bonds, and because the Company's calculations are not found in 

a textbook.'"' The Company argues that its 7.5 percent historic market risk premium is not too high, 

'" Company COC Brief at 40-49 
i96 RUCO COC Brief at 4. 

'" Id, at 5 ,  citing opinions given by Dr. Aswarth Damdaran, New York University professor of finance and Dr. Felicia C. 
Marston, University of Virginia professor of finance during a panel discussion presentation at the 39Ih Annual Financial 
Forum of the Society of Utility and Regulatory Financial Analysts he.id April 19 and 20,2007, at Georgetown IJniversity 

McKinsey & Company, Inc., Koller, Goedhart, and Wessels, p. 306. 

Id. at 4-5. 141 

KUCO COC Brief at 5, citing Valuation: Measuring andManagicg the Value of Companies, 4'h Ed., 2005, by I99 

'O0 RUCO COC Briefat 5 .  
"' Valuation: Measuring and Managing the Value ofcompanies, 4Ih Ed., 2005; by McKinsey & Company, Inc., Koller, 
Goedhart, and Wessels, p. 306. 
'02 Company COC Reply Brief at 17. 
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i s  R.UC0 contends, because both Staff and the Company used the arithmetic mean published in the 

2008 Ibbotson SBBJ Valuation Edition Yearbook (Morningstar ZOOS), which calculates the historic 

:isk premium by averaging the historic arithmetic differences between the S&P 500 and intermediate- 

term government bond income returns for the period 1926 through 2007, and RUCO “has presented 

no evidence that Jbbotson ‘s ca!culations are erroneous.2o3 Staffs witness MI. Parccll states that 

xcause investors use both arithmetic and geometric average returns, both should be considered in the 

ieveloprnent of a risk premium.204 Mr. Parcell states that exclusive use of arithmetic averages leads 

to a higher, and potentially excessive risk premium, and thus C.APM results, because arilhmetic 

werages exceed geometric averages. Although Staff has traditionally used arithmetic averages as 

* component of its historic risk premium, Staffs witness Mr. Parcell’s testimony supports RUCO’s 

ise of both arithmetic and geometric averages in the development of the historic market risk 

xemiuni. 

20s 

In response to CCWC’s assertion that RUCO significantly reduced its CAPM cost of equity 

:stimate by using two different Treasury securities as its proxy for the risk-free rate of return, and by 

s i n g  the average total return, instead of the average income return, on risk-free Treasuries, RLJCO 

;tates that initially, it used both intermediate arid long-term securities to estimate the risk-free rate of 

:e!urn, but then recalculated its historic market risk premium, using matching intermediate treasuries 

is advocated by the Company, and that the impact of recalculating its cost of equity capital estimate 

lased on the Company’s methodology would be an increase of 10 basis points, from 6.38 percent to 

5.48 percent.”‘ RUCO explains that it is not modifying its recommendation, because its 

,ecommendation of 6.38 percent is based on a market risk premium that already exceeds the market 

.irk premium recommen.ded by the authorities on which RUCO relied.z07 

CCWC asserts that RUCO’s reliance on only the sustainable growth method to estimate the 

lividend growth component of its constant growth DCF estimate also causes RiICO’s cost of equity 

O3 Id, 
Surrebuttal Testimony of Staff witness David C. Parcell (Exh. S-7) at 10. 
/d. 

04 

“6 RUCO COC Reply Brief at 6 
Id. at 7 .  07 

35 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

I 28 

~ 

DOCKET NO. W-02i 134-07-0551 

estimate to be understated.”’ CCWC argues that RUCO f d e d  to disciose the key inputs necessary to 

estimate the internal or retention growth rate it used in the constant growth DCF model, and the 

estimate should be rejected because it cannot be reproduced or updated based on more current market 

data or information.209 RUCO responds that this argument is a red herring, as there was essentially 

no difference between the parties’ cost of capital experts’ estimates of average sustainable growth for 

water utility proxies.210 RUCO points out $hat CCWC’s cost of capital expert estimated the average 

sustainable growth to be 6.39 percent for his water utility sample, leaving a difference of only 9 basis 

points between the Company’s estimate and RUCO’s estimate, which was 6.30 percent. 21 I 

CCWC argues that because Mr. Parcell testified that he was required to accept the niodels and 

inputs used by Staffs witness, Mr. Chaves, to estimate CCWC‘s cost of equity, Mr. Pa.rce1l’s 

testimony has limited relevance to this case.”’ Until it filed its reply brief, the Company’s arguments 

ac,tually ignored Staffs recommended cost of equity of 10.1 percent, apparently preferring to argue 

that “StafYs final recommendation is 11.9 percent,” and that Staffs recommendation is ‘‘not affected 

by recent market volatility and d a t e d  The Company also argued that the only aspect of 

Mr. Chaves’ methods Mr. Parcell actually disagreed with was that Staffs current market risk 

premium estimate was too high due to current market volatility.*14 Because Staff filed surrebuttal 

testhony withdrawing its recommendation for a Hamada adjustment prior to the hearing,2” The 

Company’s post-hearing brief argument against the “recommended 180 basis point downward 

adjustment to [Staft’sj 1 1.9 percent cost of equity estimate .,216 , 
IS misplaced and irrelevant. 

Staff is critical of the Company’s use, in the current economic environment, of spot stock 

Staff argues that theses are not normal times, and that times prices in its DCF and CAPM 

~ 

208 Company COC Brief at 38 
209 Id at 38-39 
’lo RUCO COC Reply Brief at 2 

’I2 Comnanv COC Brief at 49 

I I I  Id 

2’3 Id, a;50:Sl(ernphasis in originai). 
2’4 ~d at SO. 

Surrebuttal Testimony of Staff witness David C. Parcell {Exh. S-7) zt 12 
Company COC Brief at 52-55, 

215 

216 

’” Staff CQC Brief at 6 .  
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such as these may require a departure from methods the Commission has previously relied on?’* 

Staffs witness testified that xarket models such as the DCF and CAPM are forward looking, and 

w u m e  that stock prices and interest rates reflect current expectations of the future, but that such 

issumpons are not applicable in today’s economic en~ i ronmen t .~ ’~  

The Company asserts that the riskiness of the sample water utilities the parties used to 

rstimate cost of equity has increased since CCWC’s last rate case, as shown by the sample 

:ompanies’ increase in their average beta, which the Company slates is currently 0.93, while the 

iverage beta for the same proxy group was 0.68.220 The Company argues that the fact that the 

narkets are riskier now than in previous years requires a higher cost of equity than CCWC was 

iuthorised in irs prior case, in order to allow it to continue to attract capital.221 Staff notes that its 

:ost of equity recommendation of 10.1 percent constitutes an 80 basis point increase from the 9.3 

iercent cost of equity as determined in Decision No. 68176 and upheld by the Court of Appeals, but 

.hat the Company’s cost of squity estimate of 11.5 percent constitutes an increase of 22C basis points. 

S tdf  contends that the Company has fai!ed to justify such a large increase in its cost ofequity.22’ !22 

We certainly recognize that current market conditions present increased risks over recent 

fears for niany companies. However, we do not find that a general increased level of risk justifies 

he cost of equity requested by the Company. While the Company is criticai of the inputs RUCO and 

staff chose to use in their cost of equity estimation models, as discussed herein, several of the 

2ompmy’s arguments against them are unsupported by the facts. Taken in total, we find the 

nethodologies Staff and RUCO used to be less biased than those used by the Company, and more 

easonable and more reflective of current market conditions. Based on the analyses presented, we 

ind a cost of com.moa equity of 9.9 percent to be reasonable in this case 

~~ ~ ~~ 

IS I d  
Tr. at 740. 19 

” Company COC Brief at 1. 
” Company COC Reply Brief at 10-1 1 

’’ Id. 
Staff COC Reply Brief at 3 
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C. Cost of Capital Summary 

Percentage Cost Weighted 
cos t  

Debt 24.0 5.0% 1.20% 
Common Equity 76.0 9.9% 7.52% 
Weighted Average 
Cost of Capital 8.72% 

D. Fair Value Rate of Rcturn 

CCWC's most recent rate proceeding, which resdted in Decision No. 68176, was the subjec,t 

f a n  Arizona Court of Appeals decision which ordered a remand to this Commission on the issue of 

le method used to calculate operating income. Decision No. 68176 determined operating income 

nd set rates in a manner consistent with prior Commission decisions, by multiplying the weighted 

w a g e  cost of capital ("WACC") by the OCRB, and dividing the resulting product by the FVRE?2' 

i order to determine a.FVROR. Under that method, the operating income, determined by 

idtiplying the FVRB times the FVROR, provided the same operating income as multiplying the 

JACC by the OCRB. 

Following the Remand Proceeding ordered by the Arizona Court of Appeals, a hearing was 

:Id and Decision No. 70441 (July 28, 2008) was issued. Decision No. 70441 did not adopt the 

ompany's proposal to determine a FVROR by applying the W.4CC directly to the FVRB, but 

:vised the method used in Decision No, 68176 to calculate operating income. The Commission 

jund that applying the WACC to the FVRB would over-compensate the Company for inflation and 

ilculated the FVROR by adjusting the WACC to reflect an inflation adjustment that reduced the cost 

f The FVROR was then applied to the FVRB to determine operating income. Decision 

0. 70441 found that the evidence presented in the Remand Proceeding was not sufficiently 

weloped to make a determination of whether the cost of debt reflects the effects of inflation, and 

ierefore Decision No. 70441 did not adopt an inflation adjustment to the cost of debt. 

In Decision No. 70441 and in this case, the FVRB reflects a 50/50 weighting of OCRB and RCND. 
Decision No. 70441 at41. 

I 

i 
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The Company has appealed Decision No. 70441, and in this proceeding, con:inues to 

advocate applying the WACC directly to its FVRB, without any inflation adjustment, in order to 

calculate the Company’s authorized operating income.226 RUCO advocates using the samc 

methodology  in^ this case as that used in Decision No. 70441 to reach a FVROR, by deducling a 

general inflalion component from the cost of equity in order to avoid double-counting inflation 

(“Method Staffs FVROR proposal in this case is based on the FVROR formula used in 

Decision No. 70441, but with a change to the application of the inflation adjustment. Staffs 

methodology removes the inflation component from both the cost of equity and the cost of debt to 

determine a FVROR (“Method 2.”). Staff states that Method 1 remains a viable alternative for 

computing rhe FVROR,”’ but that Method 2 benefits a utility by proiriding higher returns when 

utility property appreciates at a rate exceeding the additional return required by investors due to 

ini1ation.i2’ 

The Conipany argues that application of the unadjusted WACC ti) FVRB is necessary to 

allow the utility to earn a fair rerum on the current value of its CCWC charges that the 

recommendations of Staff and RUCO are predicated on the view that the rate of return must be 

reduced if the fair value of‘ the utility’s plant is used as its rate base, and that their FVROR 

approaches are “intended to deprive Chaparral City of the benefit of the increase in value of its 

property.“23’ CCWC continues to argue that the WACC can be directly applied to FVRB because the 

WACC is a function of the ratio of debt in its capital structure, and does not depend on either the 

amount of invested capital or the size of the rate base used to set rates, and that a market-derived rate 

3f return can appropriately be applied to a market-based rate base.232 The Company also argues that 

ippiication of the unadjusted WACC to FVRB is appropriate because the rate of return is not related 

Company COC Brief at 27. The Company continues to argue issues previously decided in Decision No. 70441, and 
some ofthose issues are discussed herein. The fact that this Decision does not again address some of the arguments re- 
,roffered by the Company in this case, such as, for example, its arguments regarding market-based rate base and market- 
jerived return, does not change our analysis and determination thereun as set forth in Decision No. 70441. 
!’,’ RUCO COC Brief at I O ,  RUCO COC Reply Brief at I O .  
”* StaMCOC Brief at 5. 

!”’ Company COC Brief at 14. 
‘I’ Company COC Brief at 26.27. 

!ib 

!?9 

Id at ?0,22-23. :3> 
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to rate base, and because the inputs used to develop the WACC have no relationship to the type of 

rate base to which the W4CC is applied.233 CCWC argues that FVRB is not the “inflated” cost of its 

plant, hut is the average of its OCRB and RCND,”‘ and contends that the downward adjustment to 

the WACC as recommended by RUCO and Staff to determine a FVROR “undermines the use of fair 

vdue , J ~ ~  

We agree with the Company that there has been no dispute in this case that FVRB is the 

average of C.CWC‘s OCRB and RCND. We disagree with the Company, however, that the FVROR 

methodologies proposed by RUCO and Staff “undermine” the use of fair value, or “deprive Chaparral 

City of the benefit of the increase in value of its property.” There are many methods the Commission 

can use to determine an appropriate FVROR, and as we found in Decision Xo. 70441, one of those 

methods is adjusting the WACC to exclude the effect of inflation. RUCO and Staffs 

recommendations both adjust the WACC to exclude the effect of inflation in order to calculate a 

FVROR for the Company. CCWC claims that Staff and RUCO have focused on the effect of 

inflation on the cost of capital, but have ignored its effect on rate base, that neither provided a study 

Dr analysis of the impact of inflation on the Company’s rate base. 236 CCWC contends that utilizing 

an inflation adjustment to reach a FVROR incorrectly assumes that general inflation in the economy 

affects both rate base and the cost of capital in the same way.”‘ We disagree. The FVROR analyses 

provided by RUCO and Staff focused on the inflatiofi component contained in cost of capital. The 

effect of inflation on rate base is separately calculated in determining the RCND, and the Company’s 

proposed method has been accepted by the Commission. 

As we determined after considering all the evidence. in the Remand Proceeding in Docket No. 

W-021i3A-04-0616, the FVRB, which was the average of OCRB and RCND, included an inflation 

component.238 The FVRB in this case was determined in the same way as the FVRB we’considered 

“‘Id at 16, 21. 
2i4 Id at 3. 
235 ~ c i  at ST. 
236 Id. at 60-64. 

?36 Decision No. 7044 1 at 41, Findings of Fact No. 14. 
Id 
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in Decision No. 68176 and Decision No. 70441. The record in this proceeding contains e.sse.ntially 

the same arguments CCM’C made in the Remand Proceeding and affords no basis upon which to 

reverse our determination of fact on the issue. The Company acknowledges that the RCND is the 

current value of its plant based on its reconstruction cost, and there is no dispute in this Case that 

FVRB is the average of OCRB and RCND. RUCO and Staffs FVROR recommendations in this 

case both take into consideration our determination in Decision No. 70441 that rhz FVRB, which is 

the average of OCRB and RCND, includes an inflation component. The Company provided no study 

or other evidence that controverts the existence of an inflation component in RCND rate base. We 

note that the Company used the Handy-Whitman Index and the Consumer Price Index to trend its 

OCKB to a KCND value.239 Both of these indices are measures of inflation. Clearly, the RCND 

value proposed by thc Company includes inflation, and that inflation component carries into the 

FVRB. 

The Company’s proposal in this case to determine a rate of return by applying the WACC 

directly to a FVREi comprised of an average of OCRB and RCND does uot incliude an adjustment to 

account for inflation. CCWC contends that the fact that application of the WACC to FVRB may 

produce return dollars greater or less than would be produced using the “prudent investment” 

approach is irrelevant, because fair value ratemaking is intended to recognize increases (and 

decreases) jn property values.240 The Company continues its argument from the Remand Proceeding 

that Duke Power24’ supports its position on FVROR, 242 because the Duke Power court determined 

that North Carolina’s ratemaking statutes required the North Carolina Utilities Commission to treat 

the difference between the OCRB and the FVRB as equity.243 Staff points out that in North Carolina, 

the state’s police power regarding ratemaking resides with the legislature, in contrast io Arizona, 

where the Arizona Constitution places Arizona‘s ratemaking authority exclusively with this 

Commission, and that Duke Power involved interpretation of a statute governing the treatment of 

E‘ Direct Testimony of Thornas I. Boiirassa (Exh. A-3) at 7-8; Decision No. 70441 at 31-32 
14’ Company COC Brief at 14. 

Sture ex re/ .  Utilities Comm ’n v. Duke Power Compmy, 206 S.E.2d 269 (N.C. 1974). 
“’ Company COC Brief at 25-26. 

Stute ex rel. Utilities Cmnm’n v .  Duke Poww Company. 206 S.E.2d 269 (N.C. 1974). 

24 I 

143 
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FVR13.244 As noted in Decision No. 70441, the Companfs reliance on Duke Power is misplaced, 

because the North Carolina Supreme Court indicated thst the North Carolina Commission could 

consider the effect of inflation in computing the cost of capital, and remanded that case to the North 

Carolina Commission because the fair rate of return determination had been made “through a 

misunderstanding” of another decision by the North Carolina Supreme The Company also 

zontinues to argue in this case that the Illinois case City ofAlton’36 supports its position.247 As 

Decision No. 70441 states, the methods addressed in that case are not helpful in setting rates in 

Arizona, as they seem to be after the fact, “fall-out numbers”  determination^.^^^ CCWC has not 

presented any legal arguments that convince us to change our determination made in Decision No. 

7044 I .  

Staff and RUCO are in agreement that, as Decision No. 68176 and Decision No. 70441 have 

ilready found, the Company’s proposal to adopt the WACC as the FVROR and apply it to the FVRB 

would produce excessive r e t ~ m s . ~ ~ ~  RUCO takes issue with the Company’s assertion250 that the 

U‘ACC is the fair rate of return regardless of the rate base to which it is applied.”’ RUCO argues 

that an appropriate rate of return is one that compensates, but does not overcompensate, the Company 

for its costs.252 RUCO states that Decision No. 70441 determined that the double counting of 

.nilation in rate base and the rate of return would unfairly overcompensate investors,253 and Staff 

:ontends that rates producing an excessive return would be neither just nor reasonable.254 In response 

:o the Company’s assertion that the results of the Remand Proceeding are “anoma10us,~~~~* sldl~r 

eesponds that this Commission, in the Remand Proceeding resulting in Decision No. 70441, was 

!“ Staff COC Reply Brief at 5-6. ’” Decision No. 70441 at 24-25. 
!46 City ofAl:on v. Commerce Comm’n, 165 h’.E,Zd513 (Ill. 1960). 
!4’ Company COC Brief at 23-26. 
!“ Staff COC Reply Brief at 6, citing Decision No. 70441 at 25-26. 
149 Staff COC Reply Brief at 4, RUCO COC Reply Brief at IO.  

Company COC Brief at 20-24. 
E5’ RUCO COC Reply Brief at 9. 

!53 RUCO COC Brief at IO, RIJCO COC Reply Brief at 10. 
!j4 Staff COC Reply Brief at 4. 
!“ Company COC Brief at 6. 

!5? Id, 
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completely within irs cor!stitutional authority to craft a FVROR methodology that removed the effects 

of inflation.2s6 

The Company’s extensive arguments on brief in this case repeat the arguments made in the 

Remand Proceeding, and provide no basis for a deviation from OUT finding in those Decisions that 

applying WACC to the FVRB would inappropriately allow inflation to be reflected in both the 

WACC and in the FVRB, thus overstating inflation.257 The Company is correct that fair value 

ratemaking recognizes increases or decreases in property values, which in this case is accomplished 

through the use of R FVRB that includes an RCND component. In addition, fair value ratemaking 

ilso recognizes the need for a fair return on the fair value of utility property. Tne Company’s 

?roposal must be rejected, because a rate of return reached by applying the WACC directly to its  

FVRH w h i ~ h  includes inflation would overcompensate for inflation, and would produce an excessive 

:eturn on FVRB, thereby resulting in rates and charges that would be excessive, and therefore no! just 

md reasonable. 

In order to calculate the inflation factor in the WACC, both Staff and RUCO’s methods 

subtracted the yields on Treasury inflation protected securities C‘TIPS”) from the yields on Treasury 

jecurities with constant maturities. Staff used the 2.4 percent difference between the spot yields on a 

20-year Treasury and a 20-year TIPS as a proxy for expected inflation.”* Because one half of the 

’VRB includes OCRB, which does not include inflation, Staff adjusted the 2.4 percent inflation 

Staff COC Reply Brief at 4. 
57Srr Decision No. 70441 at 36. *’ Staff calcdated its inflation adjustment as follows: 

56 

20-year Treasury Yield (as of 8/6/08) 4.7% 
less: 20-year Treasury Redl Yield (as of 816108) 2.3% 

2.4% 
Times a 50% factor (to account for lack of inflation in OCRB) 0.5 
Inflation adjustment 1.2% 

Return required by investors due to inflation* 

* Staffs Final Schedule PMC-2 showed 2.5%, presumably due 
tu rounding, which is corrected here to 2.4%. 

itaff Final Schedule PMC-2; Direct Testimony of Staff witness Pedro M. Chaves adopted by Staff witness David C. 
‘kcell (Exh. S-8) at 36-37; Direct Testimony of Staff witness Gordon L. Fox (Exh. S-5) at 4-1 1 .  
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ictor by one-half. resulting in an inflation adjustment to the WACC of 1.2 percent.259 RUCO used 

istoric average Treasury yields for the period 2001 through the first half of 2008 to reach its 

iflation estimate and deducted 200 basis points from its unadjusted cost of equity to derive the return 

iat RUCO recommends be applied to the Company’s FVKB.260 

The Company disagrees with RUCO’s 200 basis point inflation adjustment.26’ CCWC argues 

iat any inflation adjustment should be reduced by one-half to account for the fact that one-half of the 

‘VRB is comprised of plant valued at its historic cost, and that if an inflation adjustment is found 

pprnpriate in this case, the adjustment should not exceed 100 basis points.262 The Company 

ontends that Staffs methodology is more appropriate than RUCO’s, arguing that because RIJCO’s 

iflation adjustment is based on historical information, it is not a good proxy for any future inflation 

ontained in investors’ expected equity returns.26’ While the Company finds Staffs methodology 

referable, it disagrees with Staffs inputs, and argues that Staff should have used 5-year Treasuries 

istead of 20-year Treasuries, and that Staff failed to update its estimate to take into account current 

iflationary expectati~ns.’~~ At the hearing on January 9, 2009, Staffs witness Mr. Parcell testified 

iat during the current economic climate, economists’ opinions of projected inflation would be a 

iuch bztter indicator of expected inflation, and stated that in recent testimony, he had found that the 

onsensus forecast for inflation was 2 to 2.5 percent.265 Mr. Parcell‘s testimony corroborates and 

alidates Staffs earlier 2.4 percent estimate, obtained using the Treasury yields as of August 6,2008. 

CCWC disagrees with Staff’s Method 2 for calculating the FVROR. CCWC argues that it is 

nproper to apply an inflation adjustment to both the debt and equity portions of the Company’s 

apital structure, and that Method 2 erroneously treats the cost of its long-term debt as if it increases 

‘9 Id. 
‘O RUCO Final Schedule TJC-36; Direct Testimony ofRUCO witness William A Kigsby (Exh. K-14) at 62. 

‘2 Id. 
” Company COC Brief at 62. 
‘4 Id. 
’’ Tr. at 748-749. Mr. Parcell’s testimony was in response to a Federal Reserve Statistical Release (“FRSR) dated 
inuary 7, 2009, which the Company introduced at the hearing (Exh. A-17). Mr. Parcell testified that in normal times, 
Joking at the differential between long-term Treasury bonds and long-term interest rate swaps using the same maturity 
lay be a reasonable way to develop a proxy for inflation, but that in the current economic environment using the 
ifterential is problematic because both instruments have been driven to such low levels. 

Company COC Reply Brief at 24. 81 
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or decreases based on current market conditions.266 CCWC argues that because its cost of debt is 

determined based not on current market debt costs, but on its pre-existing, embedded cost of debt, 

which does not increase or decrease in response to future inflation or other economic conditions, 

Method 2 shGuld be rejected.267 CCWC is correct that its cost of debt is determined based not on 

current market debt costs, but on its pre-existing, embedded cost of debt, which does not increase or 

decrease in response to future inflation or other economic conditions. However, as CCWC itself 

acknowledges, inflation is a component of the cost of debt. The Company states in a footnote tkat 

‘‘[iln some cases, there may be a secondary market for bonds, notes and other debt instruments. The 

price :hat il purchaser is willing to pay for a particular debt instrument is affected by a number o f  

different factors, including expected inflation.”268 The Company’s footnote goes on to state that 

drspite the cxistence of secondary markets, “the borrowei’s obligation to pay interest in accordance 

with the terms of the debt instrument is unaffected by such secondary sales and remains fixed.”269 

While this is true, it does no: change the fact that debt includes an inflation component. The cost of 

debt includes the investors’ expectations regarding inflation, and, as Staff explains, a change in 

purchase price of debt instruments on the secondary market reflects the change in debt c,ost that the 

investor requires due to inflation.270 While the Company is correct that the inflation component 

embedded in its existing debt does not change unless it is refinanced, the inflation component is 

nonetheless there, and the Company failed to provide an estimate of that inflation component 

embedded its existing debt. Accordingly, the best evidence available on the record is Staffs. Staffs 

proposed Method 2 applies the inflationary adjustment to the entire cost of capital, including equity 

and debt, in recognition o f  the fact, demonstrated in the record in this case,271 that inflation i s  a 

component of debt as well as equity. 

The Company contends that RUCO’s proposed rate of return of 6.38 percent is too low and 

attempts to support its position by comparing it to the 9 percent interest rate on investment grade 

”‘ Company COC Brief at 67, 69. 

”’ Company COC Brief at 68! fn 219. 

267 td, 

269 ~ d ,  
Staff COC Reply Brief at 8. 

”’ See, e , s ,  Direct Teslimuny of Staffwitness Gordon L. Fox (Exh. S-5) at 5-7. 
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Baa) bonds.272 RUCO argues in response that the Company’s reliance on a FRSR showing the 

nterest rate on investment grade bonds at 9 percent is misplaced because the FRSR does not 

istinguish the rates of return for utilities bonds from other corporate RUCO believes that 

ne Company’s rate of return comparison should be based on the returns of regulated utilities as 

pposed to the returns of other corporations, and recommends that the Commission consider, instead 

f the January 7, 2009, FRSR:74 the January 9, 2009 Value Line Investment which 

ontains statistical analysis of corporate bond yields, but distinguishes yields on utility bonds from 

ields on other corporate bonds: and shows the return on corporate utility bonds for 25-30 year grade 

ladBBB to be .6.58 percent.276 Our FVROR determination in this proceeding is not based on any 

omparable earnings analysis, but on the market-based analyses performed by the parties. However, 

;e note tktt the Company’s argument that a 6.38 percent FVROR is too low because the interest rate 

n investment grade (Baa) bonds is 9 percent is not convincing, and that RUCO is correct that if such 

comparison were to be made, it would be more appropriate to compare the recommended rates of 

:turn to yields on utility bonds rather than on the FRSR produced by the Company at the hearing. 

The Company again asserts that if adjustments are made to components of the WACC to 

ccount for inflation, inflation must also be considered in relation to operating expenses,277 and 

ontends that the normalization of test year operating expenses using expense levels from 2004 and 

005 as recommended by RUCO and Staff ignores inflationary effects.278 The Company argues that 

onsidering the impact of inflation only on the cost of capital ignores the impact of inflation on the 

‘ompany’s overall earnings, and argues that adjusting cost of equity estimates to account for 

iflation in determining the rate of return while ignoring the impact of inflation on the Company’s 

\wall cost of providing service amounts to “piecemeal regulation.”279 The Company contends that 

. an inflation adjustment is used to determine its rate of return, an upward adjustment using the same 

‘l See Exh. A-17, FRSR dated January 7,2009 
‘j RUCO C O c  Brief at 10. 
“Exh.  A-17. 

Exh. R-16. 
’‘ RUCO COC Brief at IO. 

Company COC Brief at 3-4. 
’’ Id. 
‘9 Id. 

5 

‘7 
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percentage should be made to its test year operating expenses, in order to account for the impact of 

inflaticn during 2007 and 2008, and during the time rates will be in effect.280 The “matching” 

adjustment to operating expenses proposed by the Company is unsupported by the evidence and 

inappropriate. We disagree with the Cornpar-y’s assertion that adjusting the WACC to arrive at a 

FVROR “ignores the impact of inflation on the Company’s overall earnings:” or amounts to 

“piecemeal regulation.” As Staff explains, an adjustment to the WACC to anive at the FVROR is not 

an adjustment to reflect matching, but is necessary to avoid double counting of inflation that is found 

in the RCND rate base and in the cost of capital.281 As we noted in Decision No. 70441, removing 

inflation from the return no more amounts to “piecemeal regulation” than does adding inflation to the 

rate base.”’* In contrast to FVROR, which is forward-looking, operating expenses are matched with 

associated r t l v~nues .~*~  Inflation in operating expenses is already inherently recognized in the 

ratzmaking framework, which encourages utilities to seek operating efficiencieszs4 and allows 

modifications to test year expenses based on known and measurable changes in costs during the test 

year. There is no basis in the record to support the Company’s proposed inflationary adjustment to 

operating expenses. 

The rate of return applied to a utility’s FVRB is designed to (1) allow the utility to attract 

capital on reasonable terms; (2) maintain the utility’s financial integrity; and (3) permit the utility to 

realize a return that is commensurate with the returns earned by enterprises with commensurate risks. 

CCWC states that in setting its rate of return, this Commission must take into accounl the risks 

associated with the particular rate-setting methodologies used in Arizona and their impact on the 

Company’s ability to earn a reasonable return on the fair value of its utility plant used to provide 

service.285 CCWC contends that a lack o f  adjustment mechanisms and inability to obtain rate relief 

outside a general rate case create additional business risk and requires a “higher return on equity,”286 

” O  Id. 
’” Staff COC Brief at 4, citing Tr. at 461 
”‘ Decision No. 70441 at 32. 
”’ Tr. at 46 I .  
“‘Tr. a:261. 
285 Id. 
In‘ Id. at 19. 
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and that the regulatory lag related to Arizona's use of a historic test year impacts the Company's 

ability to earn a reasonable The Company states that operating expenses reflected in its 

current rates are based on the 12-month period ended December 3 1, 2003, and that it is not currently 

earning a return on the increased value of its plant since its rates were set in Decision No. 68 176, or 

on p1ar;t constructed and placed in service since December 3 1, 2003.288 The Company compiains that 

when rates are set in this case, they will be based on operating expenses for the year ended December 

3 I ,  2006, and will not provide the Company with a return on plant constructed and placed in service 

after December 31, 2006.28' The Company's argument ignores the fact that in this case, we are 

allowing $1.28 million in post-test year plant to he included in rate base. The issues the Company 

raises here related to the regulatory lag and Arizona's constitutional constraints affecting the 

ratemaking process are issues that apply to all Arizona utilities, and not just CCWC. As RUCO 

acknowledges, the fundamental premise of the return on rate base ratemaking approach is to allow 

utilities an opportunity to recover their actual costs, including their actual cost of' capital, consistent 

with competitive ind~stries.'~' Applying the WACC directly to a utility's FVRB when the WACC. 

includes an inflation component would not accomplish this ratemaking goal. As Staff contends, the 

Company is advocating for a rate of return methodology which would produce comparably higher 

rates, which conflicts with the most basic tenet of rate regulation, which is that a utility should be 

provided with rates that will allow it an opportunity to earn a return that is comparable to those of 

similarly situated  enterprise^.'^' We addressed these arguments in Decision No. 70441, and nothing 

presented in this case causes us to change our determination therein. 

In determining an appropriate and equitable level for the FVROR in this case, we are mindful 

of the need for the Company to have the ability to attract capital and obtain a fair return, and we are 

also mindful of the need to take into account the interests of the ratepayers. As we found in Decision 

No. 68176 and Decision No. 70441, using the Company's proposed methodology would produce 

2871d. at 19-20. 
Id at 65. 

3 9  ,d 

"' RUCO COC Reply Brief at 9. 
29' Staff COC Rzply Brief at 5, citing Federul Power Comm'n >. Hope Natura/ Om, 320 U.S. 591,64 S.Q. 281 (i944) 
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:xcessive returns, and it must therefore be rejected. Because there is mu1 inflation component in the 

Zompany’s FVRB, all inflation must be removed from the rate of return, whether in debt or equity. 

While further refinements to methodologies to accomplish this necessity may be possible, and are 

mcouraged, we find that Staffs Method 2 appropriately matches an inflation-free rate of return to 

WRR. The Method 2 recommendation of Staff to apply an  inflation^ adjustment to both the equity 

ind debt components of the WACC is a reasoned and sound approach to determining a FVROR that 

:quitably balances the needs of the Cornpiny and its ratepayers, and results in the setting of just and 

.easonable rates. We therefore adopt a FVROR of 7.52 percent in this case. 

E. Fair Value Rate of Return Summary 
Weighted Average Cost of Capital 

Fair Valuc Rate of Return 

b W .  AI!THORIZED INCREASE 

8.72% 
Inflation Adjustment -1.2oo/’o 

1.52% 

Based on our findings herein. we determine that the Company’s gross revenue should increase 

iy $1,764,371. 

Fair Value Rate Base $26,776,414 
Adjusted Operating Income 943,185 
Required Fair Value Rate of Return 7.52% 
Require.d Operating Income $291 3,586 
Operating Income Deficiency $1,070,401 
Gross Revenue Conversion Factor 1.6483 
Gross Revenue Increase $1,764,371 

$111. RATE DESIGN 

A, Irrigation and Construction Rates 

The Company is proposing the same rate design approved in Decision No. 68176, with the 

:xception cf increaing the commodity rate for Irrigation and Construction water. Zero gallons are 

ncluded in the monthly minimum charge, and the commodity- rate has three inverted tier blocks, with 

be first bre.akover point at 3,000 gallons, and the sec.ond breakover point at 9,000 gallons. In order 

D eiiminate the disparity in the current rate design between Irrigation and Construction water 

:ustomen and other customers, and to promote water c o n s e r v a t i ~ n ~ ~ ~  the Company proposes to 

Company Brief at 25 >2 
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charge Irrigation and Construction water customers the same monthly minimum charges as other 

zustomers according to meter size, with a single Irrigation and Construction commodity rate equal to 

the first tier commodity charge for commercial and industrial customers, for all usage. Staff proposes 

a. rate design similar to the Company’s for Irrigation and Construction water.293 Currently, the 

Irrigation Service commodity charge is a flat $1.56 per 1,000 gallons, which is lower than the first 

:ier commodity rate for 3/4-inch metered residential customers. ‘The Company believes that frorn a 

water conservation standpoint, customers using potable water for irrigating turf cind landscaping 

jhould be charged Under the rates proposed by the Company, RUCO, and Staff in their 

hnal schedules, the commodity charge would increase to $3.34, $2.65, and $2.95, respectively, with 

:he differences being due to differing recommended revenue requirements. Staff states that the 

?urpose of its proposal is to move the rates for Irrigation and Construction water closer to the 

:ommodity rates paid by other customers, and that it believes the approach will help in promoting 

water conservation.295 

Pacific Life argues that the Company’s proposed increase for Irrigation and Construction 

Nata customers was not properly noticed.29h Staff states that CCU’C published notice in conipliance 

with the rate case procedurai order issued in this case, and that Pacific Life filed for intervention on 

September 15, 2008, which was granted on September 26,2008, Staff notes that Pacific Life did not 

-aise any issues regarding notice once it was granted intervenor status, or during the time leading up 

:o the date for filing direct te~timony.~” As Staff notes, Pacific Life did not file direct testimony or 

ictively participate during the evidentiary hearings.29s The Company points out that, as Pacific Life 

iiscusses in its brief, a discussion of the increases in specific rates for specific customer classes was 

;et forth in the Company’s filing in the direct testimony of its accounting witness,299 and that the 

iirect testimony of the Company’s witness Mr. Hanford also addressed the Company’s requested 

:hange in the irrigation rate. Those direct testimonies were filed with the Company’s application, 

‘93 Staff Final Schedule MEM-27. 

!” Staff Brief at 12-13; Staff Reply Brief at 6. 

!57 Staff Reply Brief at 9-10, 
!“id at IO. 

Company Brief at 25. 

Pacific Life Brief at 1-4. 

!94 

!96 

Company Reply Brief at 19. 199 
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and the published notice directed interested parties how to view a copy of the application. The 

notice, which was published on August 6 and August 13, 2008, also specifically stated that “[tlhe 

actual percentage rate increase for individual customers would vary depending on the type and 

quar?tity of service provided. You may contact Chaparral City to determine what the effect of its rate 

proposal may be on your individual bill.” The record in. this proceeding reflects the fact that while 

Pacific Life may have chosen not to take advantage of its procedural opportunities to present a case 

and cross examine witnesses in this proceeding, the opportunity was available to it, and Pacific Life 

was not procedurally disadvantaged. 

Pacific Life argues that the Company’s proposed increase for Irrigation and Construction 

water customers could be detrimental to golf course and residential users. The Company c.ontends 

that ihis claim by Pacific Life on brief is unsupported by any evidence on record in this case, and that 

the two possible explanations for the lack of evidence are (1 j the evidence does not exist; or (2j 

Pacific Life failed to avail itself of the opportunity to present eviden~e.~’’ Staff states that it is 

concerned about the effect a rate increase will have on all customers, including irrigation customers, 

and that in making its recommendations, Staff must balance the interests of the Company and the 

interests of all customers?02 Staff notes that currently, irrigation customers have the lowest 

commodity charge, that the disparity between the commodity rates of the classes should be 

minimized to encourage water conservation, and that Staff believes its approach is fair and balances 

the interests of the Company and its 

300 - 

Pacific L.ife argues that a similar proposed increase for Irrigation and Construction water 

customers wds rejected in the Company’s last rate caseJo4 Staff states that each case that comes 

before the Commission requires independent analysis and a determination based on the facts of the 

specific case, and therefore the fact that the Commission considered and rejected a similar increase to 

irrigation customers in a prior case is not binding on a determination in this case.3o5 The Company 

Irn Pacific Life Brief at 4-6. 

’@* Staff Reply Brief at 1 1 ,  ’” Id. 
’N Pacific Life Brief at 6. 

Company Reply Brief at 20 I P I  

:os Id, 
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ilso argues that Decision No. 68176 is not dispositive on the issue, and that Pacific 

13A-07-055 1 

ife offers no 

reason that the Company could not again raise the issue in this rate case for Commission 

:onsideration based on fair treatment of all its customers and to promote conservati~n.~'~ 

Pacific Life argues that without a cost-of-service study, there is no evidentiary basis to 

,ncrease rates for one class of customers more than for another customer class.307 The Company 

fisagrees, stating that it is not requesting a change to its rate design in this case, but is seeking to 

iddress what appeared to be an anomaly in its rate design, given the Commission's decision to adopt 

Staff's proposed inverted tier rate design in the last rate case for the purpose of promoting 

:~nservation.~"~ The Company contends that Pacific Life's assertions concerning the need for a cost 

)f servic.e study are unsupported and irrelevant, because the Company's current rate design is not 

3ased on a cost of service study. Staff contends that because the Company's proposed rate design is 

lot different than the one approved in its last rate case, a cost of service study is not required.309 

Pacific Life argues that the Company admits that test year revenues reflect that irrigation 

xstomers have already been successful in conserving water, and that "[:]here is no evidence that 

riuther conservation is needed, or even The Company states that it is proposing to raise the 

.ate structure for Irrigation and Construction water because the current rate design is inconsistent 

vvith and contrary to the premise of the inverted tier rate design adopted in Decision No. 68176 to 

xomote water ~onservation.~' ' The Company believes the Commission should consider whether it is 

ippropriate to impose inverted tier rates on residential and commercial customers, while allowing 

[rrigation and Construction water customers to purchase potable water for landscape irrigation at a 

"ate that is substantially below the first tier commodity rare applicable to other 

We agree with the Company that the current rates for potable irrigation water are inconsistent 

with and contrary to the premise of the inverted tier rate design adopted in Decision No. 68176 to 

xomote water conservation. The disparity between the commodity rate for Irrigation and 

Company Reply Brief at 2 1 
Pacific Life Reply Brief at 1-3. 
Id 

'" Id. 
Pacitic Life Brief at 6-8; Pacific Life Reply Brief at 2. .ID 

Company Rcply Brief at 22. 
'I' Id. 

106 

.G7 

i l  I 
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:onstruction water customers and other customers needs to be addressed, and the rate designs 

lroposed by the parties fairly address the issue. While we are cognizant of the fact that bringing the 

rrigation and Construction commodity rates closer to those for other customers will affect golf 

ourses and other customers who purchase potable water for turf and landscape purposes and 

onstruction, we find that a correction to the rate design approved in Decision No. 68 176 is in order. 

Ve will adopt the parties’ proposals to charge Irrigation and Construction water customers the 

ionthly minimum charges by meter size and a flat commodity rate equal to the first tier commodity 

ite for other commercial and industrial customers. 

B. Low Income Tariff 

Staff s:ates that the Commission has approved IOU. income tariffs for a number ()futilities, and 

d h  the reccni downturn in our economy, there is an even greater need for these types of  tariff^.^" 
‘he. Company has proposed a low income tariff to provide an opportunity for those customers that 

eed assistance to lower their cost of water utility service. The Company proposes that customers 

ieeting the necessary qualifications would receive a 15 percent discount off their water bill.”‘ The 

rimary criteria wouid be based on the combined gross annual income of all persons living in the 

ousehold. For example, a 4-person household with a total gross annual income of less than or equal 

$31,800 would meet the  riter ria.^" Customers would sign up for the program by completing an 

pplication and eligibility declaration and submitting proof of income to the Company.”6 The 

icome guidelines are based on 150 percent of the 2008 federal poverty guideline~.~” The Company 

iould update its gross annual household income limits annually.”* 

The program costs (the discounts given to participants plus a 10 perc.ent fee for administration 

nd carrying costs) would be recovered from non-participants via a commodity surcharge..”’ The 

lompany would maintain a balancing account to keep track of the program costs and the collections 

lade from non-participants, and the commodity surcharge to non-participants would begin one year 

Staff Reply Br. at I ? .  
Supplemental Rebuttai Tesiirnony of Company witness Thomas J. Bourassa (Exh. A-6) at 2.  
id. 
Id 

3 

I 

? id 
a ~d at 3. 

/a: 
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after the program begins.320 CCWC will track the program costs for 12 months, and upon completion 

of the 12 month period, the Company will compute a surcharge intended to collect the prior year’s 

program costs over the next 12 months.32’ CCWC would submit an annual report to the Commission 

showing the number of participants for the year, the discounts given to participants, administration 

fee and carrying costs, and the collection made from non-participants through the surcharge. 

Based on the existing bill for median usage on a 3i4-inch meter currently at $24.94, the low income 

xogram would result in a reduction of $3.74.32’ The swcharge impact for non-participants, based on 

:he 2006 gallons sold, would be about 4 cents on the average 3/4-inch customer bill.324 

322 

Staff recommends that the Company’s low income tariff proposal be adopted.325 Staffs 

-ecommendation is reasonable and will be adopted. We will direct the Company to file, along with 

.he tariff of rates and charges approved herein, a copy of the Lou- Income Tariff it provided with its 

xief and reproduced and attached hereto as Exhibit A, and to implement the Low Income ‘Tariff as 

iescribed in the Supplemental Rebuttal Testimony of Company witness Thomas J. Bourassa (Exh. A- 

5). 

C. Delay Surcharge Request 

The Company proposes on brief that a “surcharge for delay” should be imposed on its 

xstomers to allow it to recover revenue increases it did not recover during the six-month stay of 

xoceedings in this case granted at Staffs request pending the outcome of the Remand Proceeding.326 

The Company requests that the surcharge include “appropriate carrying costs.”327 The Company 

:ontends that it should be compensated both for that delay and for the additional delay caused by 

jtaffs decision to bring in an outside consultant three days prior to the hearing, and the subsequent 

ifurcation of the hearing to hear cost of capital issues separately from the other issues?28 

Staff responds that while there were delays in this case, CCWC has not demonstrated, other 

2o Id. 
2 1  Id. 
22 Id at 4. 
23 Id. at 5 .  
24 Id. at 6 
25 Staff Brief at 14. 

Company Brief at 26-27. 
Id 

28 Id 

26 
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.han by the assertions made on brief, any harm that should be ameliorated 329 Staff contends that 

lelays can. be common in rate cases where the issues are complex, and that the Company’s ratepayers 

;hould not bear the burden of the delays.330 Staff argues that the surcharge proposed by the Company 

s not supported by the record and it should therefore be reje~ted.’~’ 

After the parties made their arguments on the appropriateness of Staffs requested suspension 

If the Commission’s Time Clock in this matter, a Procedural Order was issued in this case on 

lanuary 22, 2008. The January 22, 2008, Procedural Order outlined the parties’ positions and the 

:onsideration of the issue, and ultimately found that the timing of this rate case, in conjunction with 

he uncommon nature, and the timing, of the Remand Proceeding that was pending at the time, 

:onstituted an extraordinary circumstance, pursuant to A.A.C. RIJ-2-1 G;(B)jl l)(e)(ii), requiiing 

upension of the ‘Timeclock Rule. The January 2.2, 2008, Procedurai Order called for the hearing to 

mntinue in this proceeding as soon as practicable following the Commission’s final order in the 

iemand Promeding, and directed the parties to continue to conduct discovery and case pre.paration to 

he greatest extent possible during the duration of the continuance. in order to minimize any delay in 

mplementation of new rates pursuant to this application. 

We agree with Staff that the Conpany has not demonstrated the “injury due to this delay” it 

tlleges on brief. Neither has the Company quantified the e.xtent of the alleged injury. The delay was 

iecessary to resolve the issues in the Remand Proceeding, which directly affects this case. We agree 

with Staff that under the circumstances of this case, the Company’s ratepayers should not be asked to 

)ear any additional burden due to the extraordinary circumstances that led to the suspension of the 

rimeclock Rule in this proceeding, and will deny the Company’s request. 

* * * * * * * * * * 

Having considered the. entire record herein and being fully advised in the premises, the 

’ommission finds, concludes, and orders that: 

. .  

z9 Staff Reply Brief at 6. 
35 Id 

Id, 
32 A..4.C. R14-2-103(B)(ll). 
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FINDINGS OF FACT 

1, On September 26, 2007, CCWC filed a rate increase application with the Commission 

based on a test year ended December 3 1,2006. 

2. On October 26, 2007, the Staff filed a letter finding the application sufficient and 

lassifying CCWC as a Class A utility. 

3. By Procedural Order issued November 30, 2007, a hearing was set on the application 

D commence on July 8, 2008, associated procedural deadlines were set, and intervention was granted 

o RUCO. 

4. On December 7,2007, the Company filed a R.equest to Modify Procedural Schedule in 

rrhich the Company requested a continuation of the hearing due to a conflict on the part of counsel. 

5 .  A telephonic procedural conference was held on December 13,2007, for discussion of 

he need for an extension of the deadline for a Commission Decision in this matter pursuant to 

I.A.C. R14-3-103(B)(ll) (the Commission's "Time Clock Rule'') in conjunction with the 

Zompany's requested schedule modification. 

6. An Amended Rate Case Procedural Order was issued on December 19, 2007, 

.ontiming the hearing on this matter from July 8: 2008, to July 21, 2008, and continuing associated 

rocedural deadlines. 

7. 

8. 

On January 3,2008, Staff filed a Motion to Suspend 'Time Clock. 

On January 8, 2008, CCWC filed its Response in Opposition to the Motion to Suspend 

3me Clock. 

9. On January 10, 2008, RUCO filed its Response to the Utilities Division's Motion to 

;uspend Time Clock. 

10. On January 14, 2008, Staff filed its Reply to Company's Response to Staffs Motion 

o Suspend Time Clock. 

11. On January 22, 2008, a Procedural Order was issued granting Staffs Motion to 

;upend Timeclock. The Procedural Order continued the hearing pursuant to the Time Clock Rule, 

md ordered that the hearing would be reset to continue as soon as practicable following the 

:ommission's final order in Docket No. W-02113L4-04-0616. the remand of Decision No. 68176 

56 
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:September 30, 2005), a pending matter in which the rates of CCWC were also being considered. 

The Procedural Order directed all parties to continue to conduct discovery and case preparation to the 

yeatest extent possible during the duration of the continuance, in order to minimize any delay in 

mplementation of new rates pursuant to the application. 

12. On January 24, 2008, the Company filed a Motion for Reconsideration by the 

Sommission of Procedural Order Staying Rate Application. 

13. On January 28, 2008, Staff filed Staffs Response to Chaparral City Water Company’s 

Gotion for R.econsideration. 

14. On June 30, 2008, a Recommended Opinion and Order for Commission consideration 

was filed in Docket No. W-02113A-04-0616. 

IS. On Jul:i 7, 2008, the Company filed a Notice of Implementation of Interim Rates 

?ursuant to A.R.S. 5 40-256. 

16. On July 8, 2008, RUCO filed its Opposition to the Company’s Implementation of 

‘nterim Rates and Motion to Prohibit the Company from Implementing Interim Rates. 

17. On July 11, 2008, the Company filed a Notice of Postponement of Implementation of 

nterim Rates Pursuant to A.R.S. 9 40-256. 

18. On July 16, 2008, Staff filed Staffs Response to the Company’s Notice of 

mplemeiitation of Interim Rates Pursuant to A.R.S. 5 40-256 and Notice of Postponement. Therein, 

jtaff stated that it would oppose an attempt by the Company to notice and implement a rate increase 

without an order by the Commission. Staff included legal arguments in support of its position, and 

,equested that a procedural conference be scheduled to address the issues raised by the Company’s 

iotices regarding interim rates. 

19. On July 17, 2008, at an Open Meeting of the Commission, the Cornmission voted to 

tdopt, as amended, the Recommended Opinion and Order filed in Docket No. W-02113A-04-0616 

m June 30, 2008. The Commission subsequently issued Decision No. 70441 (July 28, 2008) in that 

locket. 

20. On July 18, 2008, a procedural order was issued setting a procedural conference for 

he purpose of allowing the parties to discuss an appropriate procedural schedule, including the 
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resetting of a hearing date so that the case could proceed as quickly as possible, and to discuss the 

Company’s filings regarding the implementation of interim rates. 

21. On July 21, 2008, the Procedural Conference was convened as scheduled. Counsel for 

the Company, RUCO and Staff appeared and discussed procedural deadlines for the filing of Staff 

and intervenor direct testimony and also briefly discussed their positions regarding the Company’s 

filings regarding implementation of interim rates. Counsel for RUC.0 withdrew its Motion to 

Prohibit the Company from Implementing Interim Rates. 

22. On July 24, 2008, a Second Amended Rate Case Procedural Order was issued, 

Zontinuing the he,aring date to commence on December 8, 2008. 

23, On September 4, 2008, the Company filed its Certification of Publication and Proof of 

Mailing, indicating thal it provided notice of the hearing as required. 

24. On September 8, 2008, the Company submitted a Notice of Filing requesting, as 

iuthorized in Decision No. 70441, recovery of the Company’s rate case expense in connection with 

ihe appeal and remand of Decision No. 68176. 

25. Also on September 8, 2008, the Company filed a Motion for Approval of Interim 

Rates (Expedited Action Requested). 

26. 

27. 

On September 12,2008, the Company filed a Request for Procedural Conference. 

On September 23, 2008, Staff filed its Response to the Company’s Motion for 

Approval of Interim Rates. 

28. On September 23, 2008, KdCO filed its Opposition to the Company’s Motion for 

Interim Rates. 

29. On September 26, 2008, by procedural order, Pacific Life’s September 15> 2008, 

Motion to Intervene was granted. 

30. On September 30: 2008, the Company filed its Reply in Support of Motion for 

Approval of Interim Rates (Expedited Action Requested). 

3 1 ,  On September 30, 2008: a Procedural Order Extending Filing Deadlines was issued, 

granting Staffs request to extend the deadline for Staff and intervenor direct testimony to October 3, 

2008, and extending the deadline for intervenor surrebuttal testimony to November 20,2008. 
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32. RUCO and Staff filed direct testimony on September 30; 2008, and October 3, 2008, 

respectively. 

33. On October 2, 2008, the Company filed its Second Request for Procedural 

Conference. 

34. On October 7, 2008, a procedural order was issued setting a procedural conference for 

October 20, 2008, for the purpose of allowing the parties to discuss the Company's Motion for 

Approval of Interim Rates. 

35. A procedural conference was held as scheduled. The Company, RUCO and Staff 

appezred through counsel. At the procedural conference, the Company stated that it wished to 

procecd with the rate application in lieu of the alternative option of suspending the rate proceeding in 

favor of proceeding to hearing on the Motion for Approval of Interim Rates. 

36. On October 24, 2008, Staff filed a Notice of Filing of Meeting on Settlement, and on 

October 28; 2008, Staff filed a Corrected Notice of Filing of Meeting on Settlement. 

37. On October 3 1,2008, the Company filed its rebuttal testimony, and filed supplemental 

rebuttal testimony on November 19,2008. 

38. On November 12, 2008, Pacific Life filed a Notice of Appearance of Counsel, 

indicating a change of counsel. 

39. On November 20, 2008, RUCO filed surrebuttal testimony. An Srrata thereto was 

tiled on November 25,2008. 

40. 

41. 

On November 20,2008, Staff filed surrebuttal testimony of two witnesses. 

On November 21, 2008, Staff filed a Notice of Witness Substitution and Request for 

"ocedural Order. Staff requested that it be allowed to file substitute witness Mr. Parcell's surrebuttal 

:estimony on cost of capital on December 3, 2008, and requested a date certain of December 15, 

!008, for Mr. Parcell's live testimony. 

42. On November 24, 2008, the Company filed its Response objecting to Staffs 

'Jovember 21 ~ 2008 filing. 

43. On November 24, 2008, the Town of Fountain Hills filed a public comment letter 

.equesting that the Commission not approve the Company's requested rate increase. 
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44. 

45. 

On November 26,2008, Staff filed a Reply to the Company. 

On December 2, 2008, a Procedural Order was issued granting Stafl's request to file 

the surrebuttal testimony of its substitute witness on December 3 ,  2008, and indicating that the dales 

ceertain requested by Staff for presentation of its expert witness were not available for hearing, but 

that a suitable schedule for proceeding with the parties' presentation of their cases on cost of-capital 

would be discussed at the prehearing conference scheduled for December 5,2008. 

46. 

C. Parcell. 

47. 

On December 3, 2008, Staff filed a Notice of Filing Surrebuttal Testimony of David 

On December 4, 2008, the Company filed rejoinder testimony. An Errata ?hereto was 

tiled on December 5,2008. 

48, On De.cember 5, 2008, the preliearing conference was held as scheduled. The 

Company, KUCO and Staff appeared through counsel. Pacific Life did not enter an appearance. The 

Company stated an objection to Staffs substitute witness Parcell's prefiled surrebuttal testimony, and 

ifter discussion, Staff agreed to make a filing regarding Mr. Parcell's adoption of Staff witness 

Chaves' testimony. 

49. 241 written public comments were filed in opposition to the Company's requested rate 

increase between August 20, 2008, and March 9,2009. 

50. On December 8,2008, the hearing convened as scheduled. Prior to the presentation of 

Zvidence, members of the public provided comments for the record. Commenters included Fountain 

Hills Mayor Jay T. Schlum, Stephen Dausch, Marianne Wiggishoff, Richard V. Kloster, Richard 

Baurle, Leona Johnston, Jerry Butler, Beth Mulcahy, and Ken Watkins. Commenters indicated a 

concern that the proposed rate increase would affect homeowners in the Company's service area not 

only by increasing individual homeowners' water bills, but also by increasing community 

associations' water utility Commenter Ken Watkins stated that he believes the Company's 

rate proposal bas an unfair effect or, the Company's golf course customers.334 

51. The Company, RUCO and Staff appeared at the hearing through counsel. Pacific Life 

TI. at 6-23 .  131 

"'TI. at 19-23, 
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iid not appear. The Company, KUCO and Staff presented evidence and cross-examined witnesses on 

111 issues with the cxxception of cost of capital and rate of return. The hearing was recessed on 

December 10, 2008, and was scheduled to reconvene on January 8 and 9, 2009, for the purpose of 

:aking evidence on the bifurcated issues of cost of capital and rate of return. 

52. On December 9, 2008, Staff filed the portions of Pedro M. Cbaves’ direct testimonj: 

idopted by David C. Parcell, and an Errata thereto was filed on December 15,2008. 

53. On December 11, 2008, Pacific Life filed a Motion for Leave to Present Testimony, 

-equesting leave to present testimony on the issue of the impact of the Company’s proposed increase 

n irrigaticn rates. 

5.1 On December 16, 2008, the Company filed a Response. to Pacific Life’s Motion. The 

,ompan.y opposed granting Pacific Life’s request. The Coriipany stated that the Motion was filed 

iubstantiall:+, beyond the deadlines set for preliled intervencr testimony, after the prehearing 

:onferenee, and following the completion of the hearing on all issues with the exception of the 

3ifurcated cost of capital and rate of return issues. The. Company argued that Pacific Life had not 

irovided a legitimate basis for its request to file testimony at the late date, following the completion 

)f the parties’ rate design witnesses’ testimony.. The Company further argJed that the hearing had 

ilready been delayed, and that allowing the requested untimely filing of rate design testimony would 

irejudice the Company. 

.- 

5 5 .  On December 17, 2008, RUCO filed its Response to the Motion. Therein, RUCO 

.equested that the current witness schedule not be disrupted, and stated that if Pacific Life’s 

estimony was allowed, RUCO reserved the right to present rebuttal testimony. 

On December 17, 2008, Staff filed its Response to the Motion. Therein, Staff stated 

hat it was not opposed to the filing of testimony by Pacific Life’s proposed witness, but that it would 

escrve the right to recall its witness on rate design. Staff filed an Errata to its Response on 

lecember 18,2008. 

56. 

57. On December 17, 2008, Pacific Life filed a Reply to the Company’s Response to the 

vlotion. Pacific L.ife contended that presentation of the testimony of its witness would not delay this 

:ase, because it was not asking to reopen the record, but wished to take advantage of an additional 
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hearing day that had already been scheduled. 

58. On December 23, 2008, the Company filed supplemental rejoinder testimony on cost 

of capital. An Errata thereto was filed on December 30,2008. 

59. On December 24, 2009, a Procedural Order was issued denying Pacific Life’s Motion, 

finding that granting the Motion would require reopening the completed first segment of the 

bifurcated hearing, resulting in a time delay and prejudice to the parties, and that Pacific Life had 

failed to avail itself of numerous opportunities to either conform to the same procedural schedule as 

the other parties to this case, or to request accommodation in a timely manner. 

60. On January 5,2009, Staff filed a Notice of Filing Regarding Investigation. The Notice 

stated that the CPUC had contacted Staff regarding a CPUC investigation of Golden States, an 

affiliate of CCWC. The CPUC had alerted Staff that in the course of a CPUC inpestigation into 

Soiden States, the CPUC had discovered information relating to CCWC that it thought would be of 

interest to Staff. The Notice stated that Staff was working with the CPUC on a confidentiality 

agreement that would allow Staff to obtain information from the CPUC regarding the investigation. 

61. . On January 6, 2009, Staff filed a Notice of Filing to which was attached a copy of a 

November 15, 2007; complaint filed in Los Angeles Superior Court against Golden States Water 

Company, American States Water Company, et al. 

62. On January 6, 2009, Staff filed proposed accounting order language for the treatment 

3f the deferred Municipal and Industrial charges related to the Company’s 2997 CAP allocation 

purchase. 

63. On January 8, 2009, the hearing reconvened, The Company, RUCO and Staff 

appeared, presented evidence, and cross-examined witnesses. The hearing concluded on January 9, 

2009. 

64. 

65. 

On January 13,2009, RUCO filed a response to Staffs Proposed Accounting Order. 

On January 16, 2009, the Company filed its Final Schedules. On February 13, 2009, 

the Company filed a Notice of Errata that included corrected Final Schedules reflecting its final 

position in this case regarding rate case expense. 

66. On January 16, 2009, RUCO filed its Final Schedules. 
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67. On January 16, 2009, RUCO filed a Notice of Errata with corrections to Hearing 

3xhibits R-I7 and R-I 8. 

68. 

69. 

On January 21,2009, Staff filed its Final Schedules. 

On January 21, 2009, the Company filed its Response to Staffs Proposed .r\ccounting 

lrder. 

70. On January 21, 2009, the Company, Pacific Life, RUCO, and Staff filed a Stipulation 

o Extend Briefing Schedule. 

71. On January 28,2009, the Company, Pacific Life, RUCO, and Staff filed initial closing 

riefs on all issues with the exception of cost of capital and rate of return. 

72. On January 29, 2009, Staff filed a Notice of Filing. The Notice slated that on January 

2, 2009. the Company had provided responses to Staff's data requests related to the CPUC 

nvestigation of Golden States, and that based on the responses. Staff concluded that additional 

liscovery was necessary, and that Staff would continue to provide updates on the issue in this docket. 

On February 10, 2009, Staff filed a Motion to Compel requesting that the Commission 

:rder the Company to promptly provide information' requested by Staff rela.ted to the CPUC 

nvestigation of Golden States. 

73. 

74. On February 13, 2009, the Company, Pac.ific Life, RUCO, and Staff filed reply briefs 

m a!] issues with the exception of cost of capital and rate of return. 

75. On February 13, 2009, the Company, RUCO, and Staff filed closing briefs on cost of 

apital and rate of return. 

76. On February 18, 2009, Staff docketed an update to its February 10, 2009, Motion to 

:ompel. Staff indicated that Staff and the Company had agreed to extend the time period in which 

he Company has to respond, pending the outcome of ongoing negotiations tc resolve the Motion to 

:ompel. 

77. On February 27, 2009, the Company, RUCO and Staff filed reply briefs on cost of 

apital and rate of return. 

78. On March 4, 2009, the Company filed a Notice of Filing Late-Filed Exhibit. The 

xhibit attached thereto is a rate case expense itemization spreadsheet showing a total for January 
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2007 - December 2008. 

79. On June 3 ,  2009, a proce iral order was issued directing Staff to file an update on its 

Motion to Compel and the progress made in its discovery related to the CPUC investigation of 

Chaparral City Water Company’s parent, Golden States Water Company. The procedural order 

directed Staff to include in the update a recommendation regarding an appropriate procedural means 

of addressing the CPUC investigation issue, including whether it should be addressed in this docket. 

The procedural order also directed the Company, Pacific Life, and RUCO to file responses to Staffs 

update. 

80. On June 11, 2009, Staff filed a Request for Extension of Time. Therein, Staff stated 

that all ihree of the attorneys assigned to this case had time constraint conflicts with appellate matters 

and settlement negotiations in other cases to which t h y  are assigned that prevent them from meeting 

the June 12,2009 deadline. 

81. On June 12, 2009, the Company filed a Response in Opposition to Staffs Motion for 

Extension of Time. The Company objected to Staffs request for a one-week extension of time 

because, according to the Company, the update is not needed. The Company argued that the Motion 

to Compel is moot because the Company provided all the documents Staff requested by mid-March, 

2009. The Company stated that it had offered to stipulate to either (1) keep this docket open, pending 

conclusion of Staffs review of the CPUC investigation documents and a determination of whether 

my further proceedings or relief are warranted, or (2) to open a new docket for the same purpose, but 

that Staff had not definitively responded to the stipulation offer. 

82. On June 17, 2009, RUCO filed a Response to Staffs Request for Extension of Time, 

indicating support for Staffs request. 

83.  

for S t a r s  update. 

84. 

On June 17, 2009, a procedural order was issued granting a one week time extension 

On June 19, 2009, Staff filed its Update and Reply to Chaparral City Water 

Company’s Response. Staff stated that ultimately, Staff and the Company had resolved their 

discovery d.ispute through the execution of a protective agreement, upon which the Company 

provided Staff with over 15,000 pages of documents. Staff stated that its investigation was ongoing, 
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and that Staff had not yet determined whether the Company’s activities rise to the level of 

impropriety or wrongdoing or impact the Company’s rates or this pending rate case. Staff stated that 

it had retained an outside consultant to assist in Staffs review of the domments and to determine 

whether any alleged improprieties have impacts for this rate case. Staff stated that it found the 

Company’s stipulation proposal acceptable, as long as all parties acknowledge that rates could be 

modified if the investigation yields circumstances which would warrant such action. 

85. On June 23, 2009, RUCO filed its Response to Staft’s Update Regarding the CPUC 

Investigation. RUCO agrees that there has been insufficient time to review and analyze the 

documentation which the Company produced on March 10, 13 and 16: 2009. RUCO stated that it 

does not object to having this matter proceed, bui. with the docket remaining open subjec,t to 

reconsiikralion in  the event that the investigation by Staff: RLICO, or the CPUC reflects impropriety 

by Chapairal or its parent, officers or employees. 

86. On June 25, 2000, the Company filed a R.esponse to Staffs Update. The Company 

asserted that there is no reason to delay rate relief, and requested the issuance of a decision in this 

matter as soon as possible. 

87. It is reasonable to require Staff to file by January 15, 2010, with doc.ket control, as a 

compliance item in this docket, a report documenting its review of the CPUC investigation 

documents, and to require Staffto indicate in the report its findings and a recommendation regarding 

whether any hrther proceedings or relief are warranted in this docket. 

88. It is reasonable under the circumstances~ to make the rates approved herein interim 

rates subject to modification in the event the ongoing Staff investigation reveals the existence of 

c.irc~irnstances which would warrant such action. 

89. Under rhe circumstances of this case: it is not reasonable or in the public interest to 

grant the Company’s request for a “delay surcharge.” 

90. ’4s discussed herein; an appropriate and reasonable capital structure for the Company 

is 24 percent debt and 76 percent equity. The cost of debt is 5.0 percent, and an appropriate and 

reasonable cost of equity is 9.9 percent. 

91. In the test year ended December 31, 2006, the Company experienced Operating 
. .  .~ 
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ncome of $943,185, on total revenues of $7,505,010 for a 3.52 percent rate of return on FVRB. 

92. The Company requested rates that would result in total revenues of $10,357,363, a 

evenue increase of $2,852,353, or 38.01 percent. RUCO recommended rates that would yield total 

:venues of $8,649,874, an increase of $1,144,864 or 15.25 percent. Staff recommended total 

:venues of $9,350,843 an increase of $1,904,143 or 25.57 percent. 

93. 

94. 

95. 

n FVRB. 

96. 

37. 

As discussed herein, the Company’s FVRB is determined to be $26,776,414. 

A FVR.OR on FVRB of 7.52 percent is reasonable and appropriate. 

The revenue increase requested by the Company would produce an excessive return 

The Company’s gross revenue should increase by $1,764,371, 

Under the Company‘s proposed rates, an average usage (8,400 galionshionth) 

Zsidential customer on a 3/4-inch meter would experience an increase of $10.90, approximately 34 

e.rcent, from $32.28 per month to $43.27 per month. 

98. Under the rates adopted herein, an average usage (8,400 gallons!month) residential 

ustomer on a 3/4-inch meter would experience a monthly rate increase of $5.14, approximately 

5.88 percent, from $32.37 per month to $37.51 per month. 

99. It is reasonable and in the public interest to correct the rate design disparity for 

:rigation customers adopted in Decision No. 68176 by charging Irrigation and Construction water 

ustomers the monthly minimum charges by meter size and a flat commodity rate equal to the first 

ier commodity rate for other commercial and industrial customers. 

100. The Company should be required to perform a monitoring exercise of its water system 

s recommended by Staff, to docket the results by March 10: 2010, and to comply with the filing 

equiremerits recommended by Staff and ordered herein, in the event the reported water loss is greater 

han 10 percent. In no case should water loss be allowed to remain at 15 percent or greater. 

101. The Company should be required to perform and submit a leadilag study in 

onjunction with its next rate application in order to meet the sufficiency requirements of that filing. 

102. The property tax expense calculation methodology recommended by Staff is 

easonahle and should be adopted 
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103. Because CCWC acted prudently under the circumstances in its December, 2007, $1.28 

million purchase of the additional CAP allocation, the acquisition cost of the additional CAP 

allocation should be included in rate base, classified as a plant-in-service component of Land and 

Land Rights, and not subject to amortization. 

104. CCWC should be allowed recovery of fifty percent of the CAP M&I charges related to 

the additional CAP allocation, or $20,306, as an operating expense. 

105. CCWC should be allowed to defer, for possible later recovery through rates, the other 

fifiy-perc,ent of its costs, excluding any interest or other carrying charges, incurred for the annual 

CAP M&I charges. 

106. CCWC should be authorized to create a deferral account to accrue these charges 

beginning on January 1. 2008, which is the first time the CAP M&l charges are applicable according 

to the contract. 

107. The cost deferral authorization granted herein will allow consideration of, but not 

guarantee recovery of these costs in future ratemaking proceedings. 

108. CCWC should be required to prepare and retain accounting records sufficient to 

permit detailed review of all deferred costs in a rate proceeding. 

109. CCWC’s deferrai authority is limited to 48 months from January 1, 2008, unless 

C.haparra1 City Water Company, Inc. has a general rate case pending at the end of the 48 month 

period, in which case Chaparral City Water Company, Inc. may continue to defer these costs until 

such rate case is c.onc1ude.d. Chaparral City Water Company, Inc. shall address the deferred amounts 

recorded as of ninety days before the due date for filing Staffs Direct Testimony in the rate case. 

Any additional properly deferred amounts recorded after that date may be considered in subsequent 

rate case(s). 

110. CCWC should be allowed to seek to include the accumulated deferred balance 

associated with all amounts deferred pursuant to this Decision in the cost of service for rate-making 

purposes in Chaparral City W-ater Company, Inc.’s next general rate case. Nothing in this Decision 

shall be construed to limit this Commission’s authority to review such balance and to make 

disallowances thereof due to imprudence, errors or inappropriate application of the requirements of 
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lis Decision. 

1 11. This Decision should not be construed in any way to limit this Commission‘s authority 

1 review the entirety of the acquisition and to make any disallowances thereof due to imprudence. 

rror or inappropriate application of the requirements of this Decision. 

1 12. ADEQ’s formally delegated agent, the Maricopa County Environmental Services 

kpartment (“MCESD’) has determined that the CCWC drinking water system, PWS #07-017, is 

urrently delivering water that meets quality standards required by the Arizona Administrative Code, 

‘itle 18, Chapter 4. 

7 13. The Company’s service territory is within the Phoenix Active Management Area 

‘AMA”), and the Arizona Department of Water Resources (“ADWR”) has reported that the 

:ompany is in compliance with its requirements governing water providers. 

11 4. 

115. 

ktober 1, 2005. 

116. 

ktober 1,2005. 

117. 

The Company has no delinquent Arizona Corporation Commission compliance issues. 

The Company has an approved curtailment plan tariff that became effective on 

The Company has an approved backflow prevention tariff that became effective on 

The Company should be required to use, on a going-forward basis, the depreciation 

ites set forth at Table J-1  of the Engineering Report attached to the Direct Testimony of Staff 

iitness Marlin Scott, Jr. 

CONCLUSIONS OF LAW 

1. CCWC is a public servic.e corporation pursuant to Article XV of the Arizona 

:onstitution and A.R.S. $ 5  40-250 and 40-251. 

2. The Commission has jurisdiction over CCWC and the subject matter of the 

pplication. 

3. 

4. 

Notice of the proceeding was provided in conformance with law. 

The fair value of CCWC’s-rate base is $26,776,414, and applying a 7.52 percent fair 

alue rate of return on this fair value rate base produces rates and charges that are just and reasonable. 

5. The rates and charges approved herein are reasonable. 
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6. .4dministrative notice is taken of the complete record of Docket No. W-02113’4-04- 

0616. 
- 
1.  It is reasonable to require Staff to file by January IS, 2010, with docket control, as a 

compliance item in this docket, a report documenting its review of the CPUC investigation 

documents, and io require Staff to indicate in the report its findings and a recommendation regarding 

whether any further proceedings or relief are warranted in this docket and when interim rates become 

permanent. 

8. It is reasonable under the circumstances to make the rates approved herein interim 

rates subject to modification in the event the ongoing Staff investigation reveals the existence of 

circumstacces which would warrant such action. 

9. I t  is reasonable and in the public interest to require the Company to perform a 

monitoring exercise of its water system as recommended by Staff, IO docket the results by hlarch 10, 

201 0, and to comply with the filing requirements recomnxnded by Staff and ordered herein, in the 

event the reported water loss is greater than 10 percent. It is reasonable and in the public interest to 

require that in no case shall water loss be allowed to remain at 15 percent or greater. 

10. It is reasonable and in the public interest to adopt the property t&K expense calculation 

methodo!ogy recommended by Staff. 

11. It is reasonable and in the public interest to allow CCWC to defer fifty percent of the 

CAP M&I charges subject to the requirements and conditions set forth herein. 

12. It is reasonable and in the public interest to require CCWC to perform and submit a 

lea&’lag study in conjunction with its next rate adjustment request application in order to meet the 

sufficiency requirements of that filing. 

13. It is reasonable and in the public interest to correct the rate design disparity adopted in 

Decision No. 68176 by charging Irrigation and Construction water customers the monthly minimum 

charges by meter size and a flat commodity rate equal to the first tier commodity rate for other 

commercial and industrial customers. 

ORDER 

IT IS THEREFORE ORDERED that Chaparral City Water Company, Inc. is hereby 
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uthorized and directed to file with the Commission, on or before October 15, 2009, the following 

chedules of rates and charges, which shall be effective for all service rendered on and after October 

5,2009: 

MONTHLY USAGE CHARGE: 

3/4” Meter 
1“ Meter 

I %“Meter 
2” Meter 
3” Meter 
4” Meter 
6” Meter 
X” Meter 

IO;’ Meter 
12” Meter 

Fire Hy-drants Used for Irrigation 

Irrigation and Construction 

Monthly Service Charge for Fire Sprinkler 
4” or smaller Meter 
6’‘ Meter 
8’; Meter 

10” or larger Meter 

COMMODITY RATES 
lzer 1,000 Gallons 
[Residential, Commercial, Industrial) 
314-inch Meter - Residential 

0-3,000 Gallons 
3,001 - 9,000 Gallons 
Over 9,000 Gallons 

0 -. 9,000 Gallons 
Over 9,000 Gallons 

0 to 24,000 Gallons 
Over 24,000 Gallons 

0 to 60,000 Gallons 
Over 60,000 Gallons 

3/4-inch Meter - Commercial and Industrial 

1-inch Meter 

1 1/2- inch Meter 

2-inch Meter 

70 

$ 16.50 
27.50 
55.00 
88.00 

176.00 
275.00 
550.00 
880.00 

1,265.00 
2,365.00 

Per Meter Size 

Per Meter Size 

10.00 
10.00 
10.00 
10.00 

$2.19 
2.65 
3.15 

2.65 
3.15 

2.65 
3.15 

2.65 
3.15 
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0 to 100,000 Gallons 
Over 100,000 Gailons 

0 to 225,000 Gallons 
Oiler 225,000 Gallons 

0 to 350,000 Gallons 
Over 35O:OOO Gallons 

0 to 725,000 Gallons 
Over 725,000 Gallons 

0 to 1,125,000 Gallons 
Over I, 125,000 Gallons 

0 t.0 1,500.000 Gallons 
Over ! ,500,000 Gallons 

0 to 2,250,000 Gallons 
Over 2,250,000 Gallons 

?-inch Meter 

4 - inch Meter 

6-inch Meter 

8 - inch Meter 

10 -inch Meter 

12 - inc.h Meter 

irrigation and Construction Bulk - 
All Gallons 
Fire Hydrant IrrigatiodConstruction - 
AI1 Gallons 
Standpipe (Fire Hydrants) - A11 Gallons 
Fire Sprinklers - All Gallons 

SERVICE CHARGES: 

Establishment of Service: 
Regular Hours 
After Hours 

Reestablishment of' Service (within 12 months) 
Recnnnection of Service (Delinquent): 

Regular I-Iours 
After Hours 

VJater Meter Test (if Correct) 
Water Meter relocation at Customer Request 
(Per 4 C C  Rule 14-2-405(B)) 
Meter Re-Read (If Correct) 
NSF Check Charge 
Late Fee Charge 
Deferred Payment Finance Charge 
Service Call -After Hours 
(Per ACC Rule 14-2-403(Dj) 
Deposit Requirements Residential 

71 
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2.65 
3.15 

2.65 
3.15 

2.65 
3.15 

2.65 
3.15 

2.65 
3.15 

2.65 
3.15 

2.65 
3.15 

2.65 

2.65 
2.65 
2.65 

$25.00 
35.00 

* 

35.00 
50.00 
35.00 
cost 

$25.00 
25.00 

1 Soh per month 
1.596 per month 

Refer to charges above 

** 
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Deposit Requirements Non-Residential 
Deposit Interest 

* Monthly Minimum times Months Disconnected 
From the Water System 
(Per A.A.C. Rule 14-2-403(D)) 

**Residential -two limes the average bill. 
Non-residential -two and one-half times the 
estimated maximum bill. 

***Interest per [Per ACC Rule 14-2-403(B)) 

OFF-SITE FAClLITIES HOOK-UP FEE: 
5i8“ x 314” Meter 

3/4” Meter 
I ”  Meter 

1 I;?”Meter 
2‘’ Meter 
3” Meter 
4” Meter 
6” or Larger Meter 

DOCKET NO. W-02113A-07-055l 

* *  
*** 

**** 
* * * *  
**** 
**** 
****  
**** 
**** 
**** 

* * *  The fee shall be variable, fixed on January 1 of each calendar year, computed by 
dividing $369,404.50 by the number of hook-ups during the previous calendar 
year However, in no event shall the hook-up fee be higher than $1,000 nor less 
than $500. 
2006 filing -- New water installations. May be assessed only once per parcel, 
service connection, or lot within a subdivision, Purpose is to equirably 
apportion the costs of construction additional off-site facilities to provide water 
production, delivery, storage, and pressure among all new service connections. 

SEKVICE LINE AND METER INSTALLATION CHARGES: 

Service Line 
Charge Meter Charge Total Charge 
385.00 $ 135.00 $ 520.00 5/8” x 314” Meter $ 

314” Meter 
1” Meter 

1 - 1/2” Metzr 
2” Turbine 
2” Compound 
3” Turbine 
3” Compound 
4” Turbine 
4” Compound 
6” Turbine 

385.00 
435.00 
470.00 
630.00 
630.00 
805.00 
845.00 
,170.00 
,230.00 
,730.00 

6” Compound 1,770.00 
8” or Larger At Cost 

215.00 
255.00 
465.00 
965.00 

1,690.00 
1,470 00 
2,265.00 
2,350.00 
3,245 .OO 
4,545.00 
6,280.00 
At Cost 

12 

600.00 
690.00 
935.00 

1,595.00 
2,320.00 
2,275.00 
3,110.00 
3,520.00 
4,475.00 
6,275.00 

At Cost 
8,050.00 

DECISION NO. 71308 
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In addition to the collection of regular rates, the utility will collect 
from its customers a proportionate share of any privilege, sales, use 
and franchise tax. Per Commission Rule 14-2-408(D)(5). 

All advances andor contributions are to include labor, materials, 
overheads, and all applicable taxes, including all gross-up taxes for 
income taxes, if applicable. 

IT IS FURTHER ORDERED that the Low Income Tariff attached herett:, as Exhibit A is 

hereby adopted and shall be included with the tariffs filed in accordance with the Ordering Paragraph 

ibove. 

IT IS FURTIER ORDERED that this docket shall remain open, pending conclusion of the 

parties' review of the California Public Utilities Commission investigation docilments. 

i ' l  IS FURTHER ORDERED that the rates approved herein are interim rates subject to 

nodi!icatisn in the event the ongoing Staff investigation related to ;he California Public Utilities 

Commission invzstigalion documents reveals the existence of. circumstances which would warrant 

such action. 

I'T is FURTHER ORDERED that Staff shall file by January 15, 2010, with Docket Control, 

i s  a compliance item in this docket, a report documenting its review of the California Public Utilities 

Commission investigation documents. The report shall indicate Staffs findings and a 

:ecommendation regarding whether any further proceedings or relief are warranted in this docket. 

I 1  IS FURTHER ORDERED that the property tax expense calculation methodology 

.ecomniended by Staff is hereby adopted 

IT IS FURTHER ORDERED that Chaparral City Water Company, Inc. shall begin a 12- 

nonth monitoring exercise of its water system after the Company completes its own Central Arizona 

'roject water meter installation, and shall docket the results of the system monitoring as a compliance 

tern in this case by March 1, 2010. If the reported water loss for the period from February 1, 2009 

.hrough February 1,2010 is greater than 10 percent, the Company shall prepare, and file, by April 30, 

2010. as a compliance item for this proceeding for review and certification by Staff, a report 

:ontaining a detailed analysis and plan to reduce water loss to 10 percent or less, or alternatively, if 

he Conipany believes it is not cost effective to reduce water loss to less than 10 percent, the 
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Company shall submit a detailed cost benefit analysis to support its opinion. In no case shall water 

loss be allowed to remain at 15 percent or greater. 

IT IS FURTHER ORDERED that because Chaparral City Water Company, Inc. acted 

prudently under the circumstances in its December, 2007, $1.28 million purchase of the additional 

Central Arizona Project allocation, the acquisition cost of the additional allocation should be included 

in rate base, classified as a plant-in-service component of Land and Land Rights, and not subject to 

mortization. 

IT IS FURTHER ORDERED that Chaparral City Water Company, lnc. shall be allowed 

recovery of fifty percent of the Central Arizona Project Municipal and Industrial charges related to 

ihe additional Central Arizona Project allocation, or $20,306, as an operating expense in this case. 

1 1  1s FURTHER ORDERED that Chaparral City Water Company, Inc. is hereby authorized 

:o defer, for possible later recovery through rates, the remaining fifty-percent of its costs, excluding 

my interest or other carrying charges, incurred for the annual Central Arizona Project Municipal and 

Industrial charges, and absolutely nothing in this Decision shall be construed in any way to limit this 

Zommission's authority to review the entirety of the acquisition and to make any disallowances 

:hereof due to imprudence, error or inappropriate application of'the requirements of this Decision. 

IT IS FURTHER ORDERED that Chaparral City Water Company, Inc. is authorized to create 

I deferral account to accrue the authorized deferral charges beginning on January 1, 2008, which is 

:he first time the Municipal and Industrial charges are applicable according to the contract. 

I T  IS FURTHER ORDERED that Chaparral City Water Company, Inc. shall prepare and 

-etain accounting records sufficient to permit detailed review, in a rate proceeding, of all deferred 

:os& recorded as authorized above. 

IT IS FURTHER ORDERED that the cost deferral authorization granted herein will allow 

:onsideration of, but not guarantee recovery of these costs in future ratemaking proceedings. 

IT IS FURTHER ORDERED that Chaparral City Water Company, Inc.'s deferral authority is 

limited to 48 months from January 1,2008, unless Chaparral City Water Company, Inc. has a general 

:ate case pending at the end of the 48 month period, in which case Chaparral City Water Company, 

Inc. may continue to defer these costs until such rate case is concluded. Chaparral City Water 
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Company, Inc. shall address the deferred amounts recorded as of ninety days before the due date for 

filing Staffs Direct Testimony. Any additional properly deferred amounts recorded after thEt date 

may be considered in subsequent rate case(s). 

IT  IS FURTHER ORDERED that Chaparral City Water Company, Inc. may seek to include 

the accumulated deferred balance associated with all amounts deferred pursuant to this Decision in 

the cost of service for rate-making purposes in Chaparral City Water Company, Inc.’s next general 

rate case. Nothing in this Decision shall be construed to limit this Commission’s authority to review 

such balance and ti, make disallowances thereof due to imprudence, errors or inappropriate 

application of the requirements of this Decision. 

IT IS FIJRTHER ORDERED that Chaparral City Water Company, Inc. shall perform and 

submit a leadlag study in conjunction with its next rate adjustment request application in order to 

meet the sufficiency requirements of that filing. 
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IT IS F'URTHER ORDERED that adm.inistrative notice is hereby taken in this docket of the 

nmplete record of Docket No. W-02113A-04-0616. 

11' 1s FURTHER ORDERED that this Decision shall become effective immediately. 

H'Y ORDER OF THE ARIZONA CORPORATION COMMISSION. 

IN WITNESS WHEREOF, I, ERNEST G. JOHNSON, 
Executive Director of the Arizona Corporation Conimjssionl 
have hereunto set my hand and caused the official seal o f  the 
Commission to be affixed at the Capito!, in the City af Phoenix, 
this -day o f { & h 2 0 0 9 .  
a 57- 
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EXHIBIT A 

CHAPARRAL CITY WATER COMPANY (CCWC) 
ALTERNATE RATES FOR WATER (ARW) 

DOMESTIC SERWCE - SINGLE FAMILY ACCOMMODATION 

APPLICABILITY 

Applicable to residential water service for domestic use rendered to low-income households where the 
customer meets all the Program Qualifications and Special Conditions of this rate schedule. 

TERRITORY 

Within all Customer Service Areas served by the Cqmpany 

Fifteen percent (15%) discount applied to the regular filed tariff 

PROGRAM QUALIFICATIONS 

1,  

2. 
3. 
4 .  
5. 
6. 

The CdWC bili must be in your name and the address must be your primary residence or you must be a 
tenant receiving water service by a sub-metered system in a mobile home park. 
You may not be claimed as a dependent on another person's tax return. 
You must reapply each time you move. 
You must renew your application every two years, or sooner, if requested. 
You must notify CCWC within 30 days if you become ineligible for ARW. 
Your total gross annual income of all persons living in your household cannot exceed the income levels 
below: 

Effective October 15, 2009 
No. of Person Total Gross 
In Household Annual Income 

1 $15,600 
2 21,000 
3 26,400 
4 31,800 
5 37,200 
6 42,600 

For each additional person residing in the household, add 
$5,400. 

(Continued) 
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mIBIT A 
r. 

' 8  

For the purpose of the program the "gross household inwme" means all money and non cash benefits, available 
for living expenses, from all sources, both taxable and non taxable, before deductions for all people who live in 
my home. This includes, but is not limited lo: 

Wages or salaries 
Interest or dividends from: 
Savings accounts, stocks or bonds 
Unemployment benefits Disability payments Worker's Compensation 
TANF(AFDC) Food Stamps Child Support 
Pensions Insurance settlements Spousal Supporl 
Gifts 

Social Security, SSI. SSP 
Scholarships, grants, or other aid 

used for living expenses 

Rental or royalty income 
Profit from self-employment 
(IRS form Schedule C, Line 29) 

SPECIAL CONDITIONS 

1. Application and Eligibility Declaration: An Application and eligibility declaration on a form authorized by the 
Commission is required for each request for service under this schedule. Renewal of a customer's eligibility 
declaration will be required, at least every two years. 

2. Commencement of Rate: Eligible customeis shall be billed on this schedule commencing with the next 
regularly scheduled billing period that follows receipt of application by the Utility. 

3. Verification: Information provided by the applicant is subject to verihcation by the Utility. Refusal or failure of 
a customer to provide documentation of eligibility acceptable to the Utility, upon request by the Utility, shall 
result in removal from this rate schedule. 

4. Notice From Customer: It is the customer's responsibility to notify the Utility if there is a change of eligibility 
status. 

5. Rebilling: Customers may be re-billed for periods of ineligibility under the applicable rate schedule. 

6. Mobile home Park and Master-metered: A reduction will calculated in the bill of mobile home park and masler- 
metered customers, who have sub-metered tenants that meet the income eligibility criteria, so an equivalent 
discount (15%) can be passed through to eligible customer@). 
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